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1.

Q-

Introduction.

Please state your name and business address.

My na me  is  Tre vor T. Hill. My bus ine s s  a ddre s s  is  21410 North 19"' Ave nue , S uite  201,

P hoe nix, Arizona  85027.

Q- What is  the  purpos e  of your te s timony?

A. My te s timony ge ne ra lly re sponds  to cla ims  ma de  by Arizona  Wa te r Compa ny ("AWC").

My te s timony cove rs  the  following points :

I pre se nt Globa l's  "White  P a pe r" on wa te r re cycling.

I rebut AWC's  cla ims  about Globa l's  Public P riva te  Pa rtne rship (PP) agreements .

I comment on the  ra te  implica tions  of this  ca se .

P re vie w Globa l's  corpora te  philosophy a nd contra s t it to AWC.

•

Q- Will o the r Globa l witnes s es  be  pres enting Supplementa l Direc t Tes timony?

A. Yes . Globa l has  three  othe r witnesses .

Cin d y Lile s  will re s pond  to  AWC's  c la ims  a bou t In fra s truc tu re  Coord ina tion  a nd

Fina ncing Agre e me nts  ("ICFAs"), a nd she  a lso re sponds  to the ir a lle ga tion of "s te e ring"

de ve lope rs  into ICFAs . He r te s timony include s  a  re s pons e  to e a ch ite m on Mr. Ha rris '

lis t o f "unknown" in fo rma tion  a bou t ICFAs . S he  a ls o e xpla ins  how the  e conomic

s tructure  of ICFAs induces  deve lopers  to support use  of recycled wa te r.
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J a mie  Mo e will re s pond to AWC's  cla ims  a bout Globa l's  corpora te  s tructure . He  a ls o

pre s e nts  a  s urve y of wa te r utility corpora te  s tructure s  in Arizona , a nd he  comme nts  on

AWC's  s tructure . He  a lso re sponds  to AWC's  cla ims  a bout Globa l Wa te r Ma na ge me nt,

LLC, including AWC's  cla im tha t use  of Globa l Wa te r Ma na ge me nt is  ine fficie nt.

A.

1
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Graham Symmonds explains Global's triad of conservation strategy, including Global's

focus on recycled water. He also discusses Global's regional planning approach, and he

explains why Global's integrated model is more efficient. He also explains how ICFAs

promote regional planning and the use of recycled water.

11. Wa te r Re c yc ling .

Q- How are ICFAs related to water recycling?

As I explained at length in my direct testimony, water recycling facilities require very

large up-front capital expenditures. Water recycling is critical to Arizona's future, but

the benefits are over the long-tenn, while the costs are incurred at the beginning. The

ICFAs help address this mismatch between the timing of the costs and the benefits by

partially off-setting the carrying costs of the recycled water infrastructure.

The  ca se  for us ing re cycle d wa te r is  compe lling, a s  Mr. S immonds  de mons tra te s  in his

te s timony. My dire ct te s timony compa re d AWC's  groundwa te r use  to tha t of one  of the

Globa l Utilitie s , furthe r illus tra ting the  dra ma tic impa ct of re cycle d wa te r. ICFAs  a re  a

key tool tha t he lps  us  build recycled wa te r infra s tructure .

Q- Has Global addressed policy and economic questions about recycled water?
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A. Yes . Globa l has  prepa red a  ground-breaking "White  Pape r" discuss ing these  issues . The

White  Paper reviews the  policy issues  surrounding the  use  of recycled wate r and presents

da ta  a bout growth a nd cons e rva tion. The  White  P a pe r include s  s e ve ra l ca s e  s tudie s

s howing how othe r communitie s  ha ve  a ddre s s e d wa te r s ca rcity is s ue s  by turning to

recycled wa te r. I encourage  eve ryone  to review these  case  s tudie s . The re  is  nothing new

or unprove n a bout re cycle d wa te r -. it is  us e d e ve ry da y throughout the  world. Give n

Arizona 's  de s e rt or ne a r-de s e rt clima te , Arizona  s hould be  a  le a de r in re cycle d wa te r.

A.

2
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But Arizona  in fa ct la gs  be hind othe r s ta te s  a nd countrie s  in us ing re cycle d wa te r. Ma ny

people  have  sa id tha t because  of Arizona 's  clima te , Arizona  should be  the  "Saudi Arabia"

of s o la r powe r. Like wis e , Arizona 's  de s e rt c lima te  me a ns  tha t it s hould  be  a t the

fore front of wa te r re cycling. The  long-te rm s us ta ina bility of our s ta te  de ma nds  nothing

5 le ss .

6
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1 1

Some  pe ople  cla im tha t re cycle d wa te r is  not e conomica lly fe a s ible . To re spond to such

cla ims, the  White  Paper includes a  de ta iled economic assessment of the  costs  and benefits

of re cycle d wa te r. A copy of the  White  P a pe r is  a tta che d a s  Exhibit Hill-3. I sponsor the

policy discuss ion and ca se  s tudie s , while  Mr. Symmonds  sponsors  the  cos t and technica l

portions .
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111. P ublic  P riva te  P a rtne rs h ips  with  Citie s .

Q. Can you expla in  aga in  the  Public  P riva te  Pa rtne rs hip  ("PP") concept?

1 6 A.
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As  I s ta te d in my dire ct te s timony, Globa l Wa te r be lie ve s  ve ry s trongly in de ve loping

good re la tionships  with the  communitie s  se rve d by the  Globa l Utilitie s . This  include s  the

ne e d for coope ra tion with the  citie s  we  s e rve . The  P os  s e rve  to forma lize  the  clos e

re la tionship we  ha ve  de ve lope d with the  Citie s  of Ma ricopa  a nd Ca sa  Gra nde . The  P os

provide  a  number of bene fits :

Close  coopera tion on water conserva tion measures ,

Mutua l e xcha nge  of de ve lopme nt informa tion, s uch a s  building pe rmits ,22

23

24

25

26

GIS da ta  and wate r hook-ups ,

A c o mmitme n t to  p ro vid e  a d va n c e  n o tic e  a n d  a n  o p p o rtu n ity fo r

consulta tion be fore  the  Globa l Utilitie s  file  for a  ra te  ca se ,

Expedited process ing of ce rta in pennies ,

Franchise -fee  type  payments  to the  citie s ,27
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A commitment to meet and discuses issues often, and

Access to public streets rights of way.

Q. Arizona Water Company alleges that the Public Private Partnerships ("Pos")

between Global and the Cities of Casa Grande and Maricopa are a scheme for the

payment of a "bounty" in order to curry favor with the municipalities; is that true?

NG.

Q- What is  the  ac tua l motiva tion  for the  Pos ?

A. To achieve the benefits listed above and to generally promote cooperation between

Global and the cities, especially in the area of water resources.

Q- Is Global unique in thinking that Pos can promote good water resource planning

and conservation?

Absolutely not. In August 2005, the U.S. Department of the Interior ("DOI") issued a

report, Water 2025: Preventing Crises and Conflict in the West ("Water 2025"). This

report is attached as Exhibit Hill-4, While that report didn't create the impetus for the

Pos at Global (nor, to my knowledge, at the Cities of Casa Grande and Maricopa), it so

happens that Water 2025 explains well the need for cooperation and identifies four

"tools" for water resource planning.
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Each of those DOI-identified water resource tools is included in the Pos, so I am hopeful

that Arizona Water Company will better understand that the Pos are neither "scheme" nor

"bounty", but rather the wave of the future -. as growth outpaces water resources,

collaboration and cooperation will define the successful regulatory environment.

A.

A.
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Those  two words , collabora tion and coope ra tion, a re  both the  rea son and the  goa l of the

P os  - the re  is  no ulte rior motive , a nd the  te xt of the  docume nts  is  cle a r, public, a nd

re spe ctful of the  Commiss ion's  ove rs ight.

Q- Can you explain how the DOTs Water 2025 report bolsters your claim that the Pos

are in the public interest?

A. The  DOI wa s  a nd re ma ins  conce rne d a bout the  pa ce  of growth in the  We s t, the  sca rcity

of wa te r, the  ongoing  drought, a nd  the  pos s ib le  e ffe cts  of c lima te  cha nge . The y

conducted a  months-long s tudy of those  is sues , involving ove r 3000 s takeholde rs , and in

The  DOI re port urge s  fe de ra l a ge ncie s

and wa te r s takeholders  to use  these  four tools  to plan for wa te r demands  as  growth in the

We s t continue s  - I be lie ve  the  P os  a nd Wa te r 2025 a re  not only focus e d on the  s a me

tools , but a im for the  s a me  re s ults . Le t me  e xpla in by working through e a ch of Wa te r

2025's  water resource  tools  and deta iling how the  Pos address the  same issues.

the end, identified four "water resource tools".
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1. Cons e rva tion , Effic ie ncy, a nd  Ma rke ts. DOI re comme nde d  a dva nce d  wa te r
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me a sure me nt s tructure s , a utoma te d control a nd compute r-ba se d monitoring to ma na ge

"e xplos ive  popula tion  growth" a nd  the  incre a s e d  de ma nd for wa te r. Wa te r 2025

recognizes  tha t increased demand and reduced supply necess ita te  be tte r management of

wa te r re source s . In othe r words , e fficie ncy a nd conse rva tion ma tte r. The  Pos  s ta te  tha t,

"The  City a nd Globa l sha ll sha re  a nd inte gra te  Supe rvisory Control a nd Da ta  Acquis ition

("S CADA") s ys te ms , CCD S e curity Da ta  a nd Vulne ra bility P re pa re dne s s , Eme rge ncy,

Opera tions  and Rapid Response  Plans , Broadband Wire less  ne twork sharing, and Inte rne t

S ite  Linking." The  Citie s  a nd Globa l a gre e  to use  the se  tools  to incre a se  e fficie ncy a nd

conse rva tion.

5



In the  P P  a re a s , Globa l use s  s ta te -of-the -a rt me te r re a ding from ITRON. The se  me te rs

se nd s igna ls  to our ma in compute rs  6 time s  da ily. From our Ope ra tions  Control Ce nte r,

our technicians  monitor eve ry a spect of the  wa te r and recycled wa te r dis tribution sys tems

we  know which pumps  a re  ope ra ting, how many ga llons  they a re  producing, how many

fe e t a re  in our s tora ge  ta nks , the  ope ra ting pre s sure  of our dis tribution sys te m, a nd the

ga llons  be ing used a ll the  way down to each house  on a  nearly rea l-time  basis .

We  have  the  ability to identify excess ive  use  by each cus tomer - not to 'keep tabs" but to

ide ntify le a ks  be fore  the  home owne r is  e ve n a wa re  of the m, a s  a  re sult our wa te r loss  is

ne gligible .

2. Colla bora tion. Wate r 2025 s ta te s  tha t "when it comes  to wa te r, people , fa rms, and the

e nvironme nt a ll ne e d  ce rta in ty in  orde r to  p la n  for a nd  me e t long-te rm obje ctive s .

Endle s s  litiga tion ra re ly, if e ve r, a chie ve s  this  goa l." Obvious ly the  la s t s e nte nce  spe a ks

volume s  a bout Arizona  Wa te r's  a pproa ch to colla bora tion .-. the ir litiga tion a ga ins t Ca sa

Gra nde , ADWR, a nd the  ACC, a nd in this  ca se  a ga ins t Globa l, ha s  a chie ve d nothing a t

a ll to support long-te rm planning for wa te r re sources .
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In contra s t, the  Pos  explicitly s ta te  tha t "the  Cit[ie s  a re ] expe riencing rapid growth, and in

o rd e r to  fa c ilita te  a n d  ma n a g e  fu rth e r g ro wth ,  [th e y wis h ] to  s tre n g th e n  [th e ir]

re la tions hip with Globa l a nd its  utility compa nie s ...[tha t] the  Cit[ie s ] inte nd to fa cilita te

a nd ma na ge  furthe r growth in a ccorda nce  with [the ir] obliga tions  unde r the  Growing

Smarte r Legis la tion and Growing Smarte r P lus".

Those  laws  require  Citie s  to provide  long-te rm wa te r re source  management plans  a s  pa rt

of the ir ge ne ra l pla n to s e rve  municipa l pla nning a re a s . Thus  it is  no s urpris e  tha t the

citie s  highlighte d the  P os  a s  ma jor a ccomplis hme nts  in providing for long-te rm wa te r

6
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re s ource s . We  conduct monthly me e tings  with City officia ls  to s ha re  informa tion a bout

growth and wa te r demands  and our joint plans  to address  wa te r needs  throughout the  PP

areas.

3. Te chnology. DOI found tha t "limite d surfa ce  wa te r supplie s  ca n be  re duce d through

the  de ve lopme nt o f a lte rna tive  wa te r s upplie s ." Wh ile  Wa te r 2 0 2 5  fo cu s e d  o n

de s a lina tion of s e a  a nd bra ckis h groundwa te r, the  Citie s  a nd Globa l focus  on re cycle d

wate r. The  Pos  s ta te  tha t "the  Pa rtie s  acknowledge  the  City's  inte re s t in long te rm access

to re cla ime d wa te r. The  pa rtie s  furthe r a cknowle dge  Globa l Wa te r's  le a de rs hip in the

fie ld of wa te r re use ...a nd the  critica l na ture  of re cla ime d wa te r."

I be lie ve  tha t the  Commis s ion is  a bs olute ly in  a gre e me nt with DOI in  the  be lie f tha t

a lte rna tive  wa te r s upplie s  mus t be  de ve lope d to confront growth, drought, a nd clima te

cha nge . As  note d a bove , Globa l re ce ntly comple te d our Re cycle d Wa te r White  Pa pe r in

which we  look a t the  cos t a nd be ne fit of re cycling wa te r on a  re giona l s ca le  - we  a re

c o n vin c e d  th a t re c yc lin g  is  a  mu c h  c h e a p e r a n d  mo re  e ffic ie n t a p p ro a c h  th a n

de s a lina tion, a nd the  Citie s  a nd P ina l County ha ve  urge d Globa l to  purs ue  re giona l

re cycling.
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We  a re  continuous ly re vie wing our tre a tme nt me thodologie s  a nd a s  a  re s ult, we  a re

confide nt tha t re cycle d wa te r will soon provide  up to 40% of the  P P  a re a s ' wa te r ne e ds

unde r our "Ba s ic  Re cycling" mode l. This  numbe r is  e xp la ine d  a nd  prove d  in  the

Re cycle d Wa te r White  P a pe r. At no point in this  or a ny othe r ca s e  ha s  Arizona  Wa te r

provided any approach tha t would reduce  groundwate r consumption by 40%.

4. Re move  Ins titutiona l Ba rrie rs  a nd Incre a s e  Inte ra ge ncy Coope ra tion. Wa te r 2025

urge d "a na lys is  of ins titutiona l ba rrie rs  [to] de te rmine  whe the r a ge ncy policy re vis ions  or

7
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le gis la tive  cha nge s  might a lle via te  some  impe dime nts  towa rd re solving wa te r conflicts ."

DOI wa s  conce rne d tha t "we s te rn wa te r tha t might othe rwise  be  a va ila ble  is  una va ila ble

due  to e xis ting policy or le ga l cons tra ints ." While  DOI wa s  focuse d on fe de ra l a ge ncie s

and s ta tutes , we  be lieve  tha t the  same approach must occur a t every leve l of government.
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And so the  P 3s  re quire  Globa l to provide  a nnua l 'P la ns  for Growth' to the  Citie s , a nd to

work with  the  Citie s  in  the ir p la nning e fforts . The  P a rtie s  a gre e d to "e xplore  wa te r

re c la ma tio n  p ro je c ts  fo r p a rks  a n d  s ch o o l p la yg ro u n d s ,  a n d  [to ] e n co u ra g e  th e

de ve lopme nt of light comme rcia l a nd indus tria l use s  of re cla ime d wa te r." The  Pos  go so

fa r a s  to  a g re e  tha t the  Citie s  "will in s ta ll dua l p lumbing  in  a ll fu tu re  City owne d

buildings ... such tha t recla imed wate r can be  used to flush toile ts  and urina ls ."

1 2

1 3

1 4

1 5

1 6

We  continue  to work with the  Citie s  to de ve lop plumbing code s  tha t will e ncoura ge  dua l

plumbing in a ll comme rcia l buildings , s a ving 80% of the  wa te r s uch buildings  typica lly

us e . We  le d the  wa y in tha t re ga rd by building our Globa l Wa te r Ce nte r in Ma ricopa

with s uch a  s ys te m, de mons tra ting the  te chnology a nd s a fe ty of re cycle d wa te r us e  in

toile ts  and urina ls .1 7

1 8

1 9 Q. Arizona Water Company states that Global has "failed to present" the Pos to the

Commission or Staff for review or approval, how do you respond?20

2 1 A.

22

23

24

In December 2005 we  issued press  re leases  for the  Pos  and provided those  re leases , and

the  P os  to Commis s ion S ta ff. We  a ls o brie fe d Commis s ione rs  a nd the ir Advis ors  a nd

Commis s ion S ta ff on the  P os . It is  true  tha t we  didn't s e e k Commis s ion a pprova l, but

tha t is  because  the  Commiss ion need not approve  the  agreements . No ra te  impact exis ts ,

a nd the  P os  a re  e xplicit tha t if Globa l purs ue s  ra te  re cove ry of the  fra nchis e  fe e s , the

Commiss ion would review any such applica tion. We 've  neve r made  tha t applica tion, and

25

26

27

8



1

2

ha ve  no pla ns  to do so a t this  time . And while  the  Commiss ion did not a pprove  the  P os ,

the y we re  a pprove d by e a ch city council in full vie w of the  public.

3

4 Q-

5

Arizo n a  Wa te r Co mp a n y a lle g e s  th a t th e  P o s  imp ro p e rly a ffe c t mu n ic ip a l a c tio n s

re la ting to  Globa l, how do you res pond?

6 A.

7

8

9

10

I ta ke  offe nse  a t Arizona  Wa te r Compa ny's  s ta te me nts  in this  ca se . Mr. Ga rfie ld s ta te s

tha t the  PP agreements  crea te  "a  scheme for the  payment of a  bounty to be  re imbursed by

future  ra te pa ye rs  in orde r to curry fina ncia l fa vor Mth the  municipa 1itie s ."1 Ga rfie ld a lso

cla ims  tha t the  P3s  "provide  a  financia l incentive  to ne ighboring municipa litie s  to support

Globa l's  e fforts ... in comple te  dis re ga rd for the  public inte re s t."2

1 1

12

13

14

The  mos t obvious  opportunity for the  Citie s  to "fa vor" Globa l would be  in this  Compla int

Docke t, whe re  Arizona  Wa te r Compa ny ha s  continuous ly a tta cke d the  Citie s  a nd the ir

leaders  for s igning the  Pos  and coopera ting with Globa l, and ye t, the  Citie s  have  taken no

a ction. Nor ha ve  the  Citie s  inte rve ne d in the  CC&N dispute  be twe e n Globa l a nd Arizona15

16 Wate r Company.

17

18

19

20

21

It se e ms  tha t the  Citie s , quite  corre ctly, re cognize  tha t the  Commiss ion de cide s  dispute s

be twe e n utility compa nie s , a nd tha t the  Commis s ion a s s igns  CC&N te rritory - a nd thus

the  Citie s  re ma in  on the  s ide line s , which is  not wha t would  occur if Arizona  Wa te r

Compa ny's  insulting a lle ga tions  we re  in a ny wa y true .

22

23

24

25

26

27 1 Ga rfie ld Dire ct a t 16:6-8.
2 Ga rfie ld Dire ct a t 16:23-25.
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Q- Arizona  Wa te r Compa ny a lle ge s  tha t the  P P  fe e s  a re  "a ppa re n tly pa s s e d  on  to  the

u tility b ills  o f Globa l's  c us tome rs ".3 Ha ve  c us tome rs  o f the  Globa l Utilitie s  pa id  a ny

portion of the  franchis e  fees ?

Arizona  Wa te r Compa ny s a ys  Globa l ha s  "a ppa re ntly pa s s e d on" the  cos ts , a nd the n

offe rs  no e vide nce  to support this  s ta te me nt. AWC's  s ta te me nt ha s  no ba s is  in fa ct. The

ta riffs  of the  Globa l Utilitie s  a re  publicly a va ila ble  a nd conta in no s uch fe e s , we  ha ve

re pe a te d ly s ta te d  tha t no  ta riff e xis ts  a llowing  fra nch is e  fe e  re cove ry, a nd  ha ve

con tinuous ly a nd  re pe a te d ly e xp la ine d  tha t we  do  no t re cove r P P  fe e s  from our

cus tome rs . More ove r, the  cle a r te xt of the  Pos  s ta te  tha t fe e s  will not be  re cove re d from

cus tome rs  without s pe cific Commis s ion a pprova l. Arizona  Wa te r Compa ny is  pla ying

games  by inse rting "appa rently" be fore  s ta tements  it should by now know to be  fa lse  and

presenting them in the  record of this  case  as  if they were  facts .

Q. What do you believe to be the main benefit of the Pos?

The  P os  provide  a  coope ra tive , colla bora tive  re la tions hip be twe e n the  Citie s  a nd Globa l .-.

we  ha ve  a ll p le dge d  to  work toge the r to  m e e t the  a re a 's  wa te r re s ou rc e  ne e ds  in  the

fu tu re ,  a nd  to  he lp  the  C itie s  fu lly c om ply with  Ariz ona 's  G rowing  S m a rte r S ta tu te s .  I

a bs olute ly be lie ve  tha t working with othe rs  is  the  m os t e ffic ie nt, m os t e ffe ctive , a nd m os t

e quita ble  wa y to  a lloca te  cos ts ,  to  s ha re  be ne fits ,  a nd to  m inim ize  ris ks  (e nvironm e nta l,

g rowth ,  fina nc ia l,  e tc . ). Th e  P o s  re q u ire  th e  p a rt ie s  to  id e n tify is s u e s  e a rly a n d  to

colla bora te  on policy, fina ncia l, a nd te chnologica l me a s ure s  to a ddre s s  a nd re s olve  is s ue s

to the  s a tis fa ction of e a ch pa rty, a nd for the  public  good.

l

2

3

4

5

6

7

8

9

10

1 1

12

13

14

15

16

17

18

19

2 0

2 1

2 2

23

2 4

25

2 6

2 7

The  city councils  a nd ma yors  a re  dire ctly e le cte d by the ir c itize ns , a nd the y a re  s ta tutorily

re q u ire d  to  p la n  fo r lo n g -te rm  wa te r. The  P os  p rov ide  the m  a  too l whe re by the y a re

3 Ga rfie ld Dire ct a t 16: 10-12.

A.

A.
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1

2

3

a s sure d tha t the  priva te  wa te r utility will provide  the m with the  infonna tion the y ne e d to

me e t those  dutie s . I be lie ve  tha t a ny utility tha t doe sn't ha ve  such a  re la tionship with the

e lected representa tives  of the  communities  they serve  should pursue  such a  re la tionship.

4

5 Q. Have the Pos benefited customers?

6

7

8

9

Yes. In a  s ta te  tha t has  built most of its  economy a round growth, and deve lopment tied to

growth, wa te r ma tte rs  to eve ryone . And s ince  our s ta te  is  loca ted in the  dese rt southwest,

wa te r is  the  e s se ntia l limiting fa ctor in our e conomy - so in a  ma cro s e nse , e ve ry e ffort

tha t reduces  groundwater consumption benefits  every res ident.

10

11

12

1 3

1 4

15

16

17

18

19

On a  micro sca le , by deve loping a  full-sca le , regiona l wa te r recycling and re -use  sys tem,

a nd through coope ra tion with loca l gove rnme nt, Globa l ha s  be e n a ble  to drive  e conomy

of s ca le  s a vings  into re cycling a nd re use  - a nd those  e conomic s a vings  a llow Globa l to

s e cure  de ve lope r s upport for our re cycling pla n, which re quire s  e ve ry de ve lopme nt to

ta ke  ba ck, ga llon-for-ga llon, re cycle d wa te r in a n a mount e qua l to the ir consumption. As

a  result of tha t, PP  communitie s  use  recycled wa te r for over 25% of the ir wa te r needs  and

tha t number continues  to rise  as  homes a re  occupied and wastewate r genera ted. And tha t

me a ns  tha t our cus tome rs  live  in communitie s  tha t use  much le s s  groundwa te r, a nd s till

have  grass  in the ir parks, school yards, and green-spaces.

20

21

22

23

24

25

26

27

Furthe rmore , our Re cycle d Wa te r White  P a pe r de ta ils  the  e conomic impa cts  of wa te r

re cycling in  s e ve ra l d iffe re nt wa te r s ce na rios  (groundwa te r re lia nce , s urfa ce  wa te r

re liance , trea ted groundwa te r re liance ). Tha t s tudy shows  tha t in the  la tte r two scena rios ,

wa te r re cycling dra ma tica lly re duce s  cus tome r cos ts  .-. in the  s urfa ce  wa te r re lia nce

s ce na rio a  20% cos t s a vings . And if, by s ome  mira cle , Arizona  ma na ge s  to  me e t

hype rgrowth-drive n wa te r de ma nds  by us ing untre a te d groundwa te r, a  3% cos t incre a se

for a dva nce d wa te r re cycling will s till s a ve  43% of the  re gion's  groundwa te r.

A.

1 1



l Q- What are the Growing Smarter Laws and what do they require of Arizona

2

3 A.

4

5

6

7

munic ipa litie s ?

In 1998 the  Growing S ma rte r Act wa s  pa sse d into la w in Arizona  - its  prima ry focus  wa s

s tre ngthe ning pla nning by countie s  a nd municipa litie s . It re quire d loca l le a de rs  to pla n

for Open Space , Growth Areas , Environmenta l P lanning, and Deve lopment Costs .

In 2000, Growing Smarte r P lus  was  enacted. Among othe r things , Growing Smarte r P lus

re quire s :

8

9

10

11

12

1 3

14

15

16

La rge r a nd fa s t-growing citie s  to obta in vote r a pprova l of the ir ge ne ra l pla ns  a t

least once  every ten years  and to include  a  water resources  e lement in the ir plans,

Citie s  a nd countie s  mus t e xcha nge  pla ns , coordina te  Mth re giona l p la nning

a ge ncie s , a nd s e e k comme nts  from a ffe cte d e ntitie s  prior to a dopting ge ne ra l

plans  to encourage  regiona l coordina tion.

Ca s a  Gra nde  a nd Ma ricopa  we re  conce rne d a bout me e ting the ir obliga tions  unde r the

Growing Smarte r laws , and the  Pos  se rve  a s  a  means  for them to mee t these  obliga tions .

Inde e d, the  P os ' focus  on re giona l pla nning a nd coope ra tion close ly ma tche s  the  goa ls

and obliga tions  of the  Growing Smarte r laws .

17

18 Q- What a re  the  ris ks  of p lanning  without pa rtne rs h ips ?

19 A.

20

21

22

23

24

The  ma in  ris k is  tha t s e pa ra te  pa rtie s  ma ke  d iffe re n t a s s umptions  a bout a  critica l

re source , a ll of us , utilitie s , municipa litie s , and the  Commiss ion, a re  making a ssumptions

a bout future  growth a nd future  re source  a va ila bility a ll the  time . And those  a ssumptions ,

ba s e d on da ta , s tudy, a nd e xpe rie nce , le a d us  to s upport ce rta in policie s  a nd e xpe ct

ce rta in outcome s  ba s e d on the  e ffe cts  of thos e  policie s . This  is  the  ma in cha lle nge  of

leade rship in my e s tima tion -- planning for future  events  based on pas t and pre sent da ta ,

and assumptions  and eva lua tion of future  poss ibilitie s .25

26

27

12



1

2

Without coope ra tion and collabora tion, without pa rtne rship, utilitie s  se lect the  policy tha t

they be lieve  mee ts  future  needs , municipa litie s  do the  same , and ultima te ly, so does  the

Commiss ion. I be lieve  tha t the  Commiss ion Lmders tands  the  fundamenta l threa t of those3

4

5

6

7

policie s  be ing in  d is ha rmony, pe rha ps  e ve n a t odds . I be lie ve  the  Commis s ion 's

Renewable  Ene rgy S tanda rds  show clea rly tha t gove rnment has  a  role  in directing future

re s ource  pla nning by utilitie s  - the  P os  re cognize  the  Cornlnis s ion's  ultima te  a uthority

but go furthe r by involving municipa l gove rnment in future  re source  planning a s  we ll.

8

9 Q. Ca n  yo u  c o mp a re  th e  P o s ' c o o rd in a te d  a p p ro a c h  to  fu tu re  p la n n in g  with  Arizo n a

1 0

11

Wa te r Co mp a n y's "

Mr. Ga rfie ld e xpla ine d the ir future  pla nning:

1 2

1 3

1 4

1 5

"We plan ahead for additiona l wa te r se rvice , anticipa te  wha t a reas  will need wate r se rvice

in the  future , and plan for the  extens ion of wa te r se rvices  to those  a reas  to ensure  we  a re

capable  of providing such service  when water is  needed."4

1 6

1 7

1 8

1 9

2 0

2 1

22

Arizona  Wa te r Compa ny conducts  future  re source  pla nning by itse lf, a nd whe n the  City

of Ca sa  Gra nde  inte rfe re d with those  pla ns  by a gre e ing to provide  re cycle d wa te r to the

Re lia nt powe r p la nt, Arizona  Wa te r Compa ny s ue d the  City. This  is  a  d ire ct ris k of

unita ry pla nning conducte d in isola tion a nd without pa rtne rs  - nobody knows  wha t your

plan is ...and when some  othe r entity deve loped and implemented a  wa te r re source  plan,

Arizona  Wate r Company sued them.

23

24 In contra s t, Globa l s ought coordina tion with the  Citie s , with P ina l County, s ought a n

accord with the  As-Chin Indian Community, and has  involved each of those  pa rtie s  in the25

26

27
4 Garfield Direct at 6:22-24.

A.
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1

2

de ve lopme nt of wa te r re source  pla nning. I a m proud of tha t a chie ve me nt, a nd continue

to take  umbrage  a t Arizona  Wate r Colnpany's  portraya l of public priva te  pa rtne rships .

3

4 IV. Rate Issues.

5

6 Q. Should AWC prevail in this case, can you foresee increased costs to the consumers?

7

8

A.

9

10

11

12

Abs olute ly. Mr. Ga rfie ld re comme nds  s e pa ra te  e mploye e s  for wa te r a nd wa s te wa te r

se rvice s . This  would increa se  the  ove ra ll cos ts  of se rvice  to the  consumer by having two

s e ts  of ope ra tors  (wa te r a nd wa s te wa te r) s imulta ne ous ly roa ming the  s e rvice  a re a ,

de ma nding the  cus tome rs  a dminis te r two dis pa ra te  billing cycle s , a nd doubling the

numbe r o f a ccounting , e ng ine e ring , complia nce  a nd  cus tome r s e rvice  pe rs onne l

employed in tha t se rvice  provis ion.

1 3

1 4

1 5

1 6

Doubling the  ove rhe a d cos ts  for the  provis ion of se rvice  ca nnot be  in the  public inte re s t.

Splitting wa te r, was tewa te r and recycled wa te r into sepa ra te  organiza tions  vaporizes  any

pote ntia l for e fficie ncy.

1 7

Q- Please comment on AWC's rate structure.1 8

1 9 A. AWC ma inta ins  ta riff s che dule s  tha t a re  de s igne d to re cove r a ll ma nne r of cos ts  tha t

20

21

22

would norma lly be  include d in ba s ic ra te s , including a  Monitoring As s is ta nce  P rogra m

Surcha rge , a  P riva te  Fire  Se rvice  surcha rge , Wate r Ava ilability Fee  (in Apache  Junction),

Purchased Power Adjus tment Mechanism, and CAP Hook Up Fee .

23

24 Q- Does  AWC have  bus ines s  dea lings  with its  a ffilia tes ?

25 Ye s . As  de ta ile d  in  Mr. Moe 's  te s timony, AWC doe s  bus ine s s  with  its  re a l e s ta te

a ffilia te , Rosemead Properties .26

27

A.

1 4



Q- Should the Commission be concerned about the transactions with Rosemead?

A. Ye s . The Ca liforn ia  P ublic  Utilitie s  Commis s ion  (CP UC) re ce ntly uncove re d

mis conduct be twe e n Ros e rne a d a nd AWC's  s is te r utility in Ca lifornia , S a n Ga brie l

Valley Water Company. Rosemead bought property for $126,000 per acre , and then sold

it to San Gabrie l for $234,000 per acre .5 San Gabrie l then tried to include  the  property in

ra te  base  a t the  higher price  it pa id for it, and "San Gabrie l did not disclose  tha t the  land

was  acquired by the  utility a t a  s ignificant mark-up above  tha t pa id by the  a ffilia te  only a

The  CPUC was  ha rshly critica l of San Gabrie l, noting San Gabrie l

pa rticula r" should be  aware  of such problems because  the  CPUC had dismissed a

pre vious  ra te  a pplica tion for s imila r re a s ons .7 The  CP UC found tha t S a n Ga brie l

"knowingly provided misleading information to the  Commission" and therefore  fined San

Gabriel $60,000.8

6short tune  be fore ."

"in

The  CPUC found tha t "Management's  involvement in this  breach of trus t was  100%, a t

the  very highest leve ls  of the  utility and the  holding company."9 The  Commission should

be concerned because the same holding company management controls AWC, and AWC

does business with the same affiliate, Rosemead.

A copy of this  CP UC de cis ion is  a tta che d a s  Exhibit Hill-5.

Q- Are  the re  othe r ra te  implica tions  to  th is  cas e?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. Ye s . I suspe ct tha t AWC will a tte mpt to include  the  litiga tion fe e s  a s socia te d with this

case  into ra te s  a t some  point. Given the  length of this  ca se , I suspect those  fee s  a re

5 San Gabrie l Va lley Wate r Company, Ca lifornia  P ublic Utilitie s  Commiss ion De cis ion 07-04-046
April 12, 2007) a t 47.
Id. a t 106-107.

7 Id. a t 105-106.
8 Id. at 107-109.
9 Id. at 108.
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2

e normous . AWC ha s  a  his tory of s e e king ra te  re cove ry for litiga tion e xpe ns e s , e ve n

whe n the  litiga tion in que s tion is  contra ry to the  public inte re s t. For e xa mple , in AWC's

la s t ra te  ca se  (for the  We s te rn Divis ion), AWC sought re cove ry of e xpe nse s  a s socia te d

with  its  (uns ucce s s ful) la ws uit a ga ins t Ca s a  Gra nde  in te nde d to  s top the  City from

litiga tion e xpe ns e s  with Ca s a  Gra nde , including $453,101 for its  fa ile d a tte mpt to s top

Ca s a  Gra nde  from s e lling re cycle d wa te r. A copy of AWC's  s che dule  s howing the

litiga tion e xpe ns e s  it trie d to re cove r is  a tta che d a s  Exhibit Hill-6.11 Of cours e , the

Globa l Utilitie s  will not seek recove ry of any cos ts  of this  ca se  from ra tepaye rs .

v. Corpora te  Philos ophies .

Q- Can you describe Global's corporate philosophy?

A. Globa l's  re gula te d utilitie s  a re  focus e d on the  cus tome r be  it a  fa mily living  in  ou r

s e rvice  a re a s , or a  la ndowne r wis hing to s e cure  s e rvice  for the ir la nd. Both of the s e

cus tomers  dese rve  our direct and absolute  focus  on the  provis ion of se rvice . We  see  the

gra nt of a  CC&N a s  a  funda me nta l obliga tion ...- a n obliga tion to provide  the  s e rvice s .

de s ire d by our cus tome rs , a n obliga tion to provide  cos t e ffe ctive  s olutions  to comple x

problems, and an obliga tion to conse rve  wa te r .- the  s ta te 's  lifeblood.

3

4

5

6

7

8

9

10
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14
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The se  fa ctors  drive  Globa l's  e mbra ce  of re cycle d wa te r a nd re giona l pla nning, which in

tum le a ds  to the  ICFA a gre e me nts . This  philos ophy a ls o drive s  our de s ire  to  work

coope ra tive ly with the  citie s  se rve d by Globa l's  re gula te d utilitie s .

10 See  Decision No. 68302 (Nov. 14, 2005> a t 19-20.
11 This  is  exhibit A-21 from the  ra te  case  hearing.
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Q~ Does that mean Global actively solicits and seduces landowners into agreements

with Global?

A. No, not a t a ll. And the  51,000 pa ge s  of docume nta tion provide d to AWC unde r the ir

exacting discove ry proves  this  out.

Q. How is this different from the manner in which AWC conducts its business?

A. In the  true s t s e ns e , Arizona  Wa te r Compa ny s e e s  its e lf a s  a  true  monopoly - tha t is , a

compa ny a cting without compe tition. Inde e d the y de fine  the ms e lve s  a s  holding future

rights  to u ce rtifica te d a re a s  ba se d on the  fa lla cy of "firs t-in-the -fie ld". Globa l ha s  ne ve r

seen a  CC&N as  confe rring some  sort of future  right aga ins t othe r propertie s .

As  a  monopoly, the re  is  no incentive  to reduce  cos ts  (to the  consumer or the  landowner),

or to provide  innova tive  bus ine s s  s olutions  to comple x proble ms . AWC cle a rly e xhibits

this  vie w with comme nts  like  "We  a re  not in the  bus ine s s  of pre se nting ourse lve s ...a s  a

pre fe rred provide r."12
1

3

4

5

6

7

8

9

10

11
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13

14

15

16

17

18

19

20

21

Q- How does  th is  d iffe r from Globa l's  approach?

22

23

24

25

26

27

Globa l s e e s  its  provis ion of s e rvice  a s  a  bus ine s s  re la tions hip be twe e n the  re gula te d

utility a nd the  cus tome r. In the  a bs e nce  of a  bus ine s s  re la tions hip, e a ch e ntity s e e ks

a dva nta ge  ove r the  othe r a nd coope ra tion is  s tifle d. One  ca n se e  this  in the  re la tionship

be twe e n the  City of Ca sa  Gra nde  a nd AWC. This  contra s ts  s ta rkly with the  coope ra tive

a pproa ch Globa l ha s  ta ke n with Ca s a  Gra nde . As  de s cribe d  fu lly e ls e whe re  in  my

te s timony Globa l ha s  e nte re d into P P  a gre e me nts  with Ca sa  Gra nde  a nd Ma ricopa  tha t

provide  for extens ive  coope ra tion.

12 Garfie ld Direct a t 6:17-18.
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Q. You me ntione d  AWC's  re la tions h ip  with  Ca s a  Gra nde . P le a s e  e la bora te .

A. AWC wa s  involve d in e xte nde d litiga tion with Ca s a  Gra nde  ove r conde mna tion. In

a ddition, AWC sue d Ca sa  Gra nde  to try to block Ca sa  Gra nde  from putting its  re cycle d

wa te r to good us e . Both ca s e s  we nt on for ye a rs . In  a  s imila r ma nne r, AWC s ue d

ADWR, cla iming tha t wa te r conse rva tion wa s  not the  re spons ibility of a  wa te r compa ny.

Globa l takes  the  oppos ite  view. And Globa l pre fe rs  to coope ra te , not litiga te , with citie s .
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Q- How does  AWC compare  if only wa te r s e rvice  is  cons ide red?

Looking a t wa te r a lone  only give s  1/3 of the  pic ture  ..  you mus t look a t the  comple te

pa cka ge  of wa te r, wa s te wa te r, a nd re cycle d wa te r. But e ve n if we  focus  s ole ly on wa te r

d e live ry,  we  fin d  th a t AWC h a s  la g g e d  b e h in d  G lo b a l wh e n  it c o m e s  to  u tiliz in g

s us ta ina ble  s ource s  of wa te r s upply. Globa l's  a ffilia te s  ha ve  de s igne d a nd comme nce d

cons truction on one  s urface  wa te r trea tment plant in Maricopa , des igned and s ecured the

la nd for a  s e cond, built a nd be ga n ope ra ting a  CAP  re cha rge  fa cility a t the  Ha s s ya mpa

Rive r in Ma ricopa  County a nd be ga n de s igning a  s e cond fa cility jus t e a s t of the re . AWC,

in s pite  of its  CAP  a lloca tion, ha s  no pla ns  for the  comple tion of a  CAP  wa te r tre a tme nt

pla nt prior to  2012 a nd ha s  not s pe c ifie d a  da te  whe n cons truc tion of Ma t pla nt will

begin.13

Q- Are  there  other examples  of how AWC's  bus ines s  mode l is  not s ound public  policy?
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21 A. De finite ly. Mr. Ga rfie ld hims e lf implie s  tha t ha ving the  wa te r compa ny control wa te r

re sources  is  "without rega rd to the  la rge r public inte re s t."14 To me  this  seems a  ludicrous

s ta te me nt. If one  wa nts  to a chie ve  wa te r s us ta ina bility, the n the  wa te r compa ny mus t

control wa te r.
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27 13 Se e  Dire ct Te s timony of Willia m M. Ga rfie ld in W-01445A-06-0199 a t pa ge  14.
14 Garfie ld Direct a t 12:28.

A.
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1 Q~ Can you explain how the Global infrastructure model directly supports the public

interest?

Wa te r sca rcity is  a n a bsolute  ce rta inty. Fa iling to re cognize  tha t is  folly. One  only ne e ds

to look a t the  Colora do Rive r a nd the  a bsolute  finite  ca pa city of Arizona 's  groundwa te r

re se rves  aga ins t the  rea lity of growth to recognize  this  fact. We  know the  P ina l AMA has

but 86,500 a cre  fe e  a  ye a r of re ne wa ble  groundwa te r. This  is  not ne a rly e nough to

support the  600,000 homes  a lready in planning for the  a rea . Without dra s tic measure s

ta ke n now, a nd continue d to  the  fu ture  .-- Arizona 's  wa te r s upplie s  will be  us e d to

e xtinction. The re fore  it is  critica l to both use  our re source s  more  wise ly, a nd to ta p into

the  only source  of wa te r tha t is  incre a s ing in its  a va ila bility - re cycle d wa te r.

You will not find Global arguing that conservation is an end-user obligation. Global uses

all of its efforts to provide innovative solutions to Arizona's water issues.

Q. W h y do ICFAs  e xis t?
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A. ICFAs exist to provide an element of certainty to regional infrastructure investment.

What we have tried to do at Global is different - Global builds regional, fully integrated,

water recycling infrastructure. The only water company in Arizona that has ever done

that was Arizona-American. That  was one t ime, in one geographically limited

development (Anthem). Anthem's developer made choices, and the rate impacts of those

choices are just beginning to be felt. The Anthem system was designed and dictated by a

developer, who had no other choice due to water scarcity. While the infrastructure is

sound and necessary, a different economic structure is necessary if customers are to be

protected. The ICFAs provide that different structure that allows recycled water

infrastructure to be built. And while Anthem was a developer-driven process, the ICFAs

leave infrastructure planning and water resource management in the hands of the utility

and its parent company.

A.
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1

2

The  ide a  be hind Globa l wa s , a nd is , to build cons e rva tion-ba s e d infra s tructure  a ll the

time , to a lwa ys  build the  pla nt tha t will be  ne e de d ove r time , a nd to build re cycling a nd

cons e rva tion into the  pla n its e lf, not to tre a t thos e  a s  a fte rthoughts . No othe r wa te r

compa ny in Arizona  ha s  tha t a s  its  mis s ion a nd its  s ta nda rd. But the re  is  a  re a l proble m

with our approach - the  one  thing we  can't control is  the  pace  of growth.

If growth ha ppe ns  quickly a nd cus tome rs  move  into ne w home s  a nd office s  the n tha t

plant becomes  used and use ful and the  cus tomers  pay for the  cos ts  of the  regiona l plant

be ca us e  the y a re  us ing it. If growth ha ppe ns  s lowe r a nd lots , pa rce ls  a nd s e ctions  s it

ba rre n be s ide  unuse d re giona l infra s tructure , our inve s tors  be a r not jus t the  opportunity

costs  of inves tment without re turn, they bear inte res t cos ts , property taxes , franchise  fees ,

and insurance costs .

ICFAs  re duce  ris ks  for inve s tors  by pa rtia lly off-s e tting the s e  ca rrying cos ts . This

supports  the  public inte re s t by ma king inve s tme nt in re giona l, fully inte gra te d, re cycling-

focused wa te r sys tems  tenable . ICFAs  a lso reduce  the  risk for the  utility companie s , and

thus  the  cus tomers , because  the  risk of growth is  taken by the  pa rent company. Ms. Lile s

expla ins  the  economics  of ICFAS in he r te s timony.
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Q. Do you fee l this  cas e  is  about the  public  inte res t?
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AWC ha s  s ta te d so - but it is  cle a r from my te s timony tha t in fa ct Globa l be tte r supports

the  public inte re s t. AWC ma y cla im othe rwis e , but in  fa ct this  ca s e  is  a bout s e rvice

te rritory -. a nd unde r the  AWC monopoly mode l, s e rvice  te rritory trumps  s e rvice . Why

e ls e  would the y cla im tha t providing 1/s td of the  re que s te d s e rvice  (i.e ., wa te r but not

wastewate r and recycled wate r) is  an acceptable  solution for a  landowner?

A.
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1 Q- Why a re  ICFAs  in  the  pub lic  in te re s t?

2 A.

3

4

5

6

7

8

ICFAs  a re  in the  public inte re s t be ca use  a chie ving conse rva tion on a  re giona l sca le  is  in

the  public inte re s t. The  goa l of a  fully inte gra te d, re giona l, wa te r re cycling utility ca n

only be  a chie ve d through s ignifica nt inve s tme nt. Eve n Mr. Ga rfie ld in his  te s timony in

this  ca se , recognizes  the  increased cos t of the  Globa l regiona l wa te r recycling and reuse

mode l - in fact it is  one  of his  ma in a rguments  aga ins t Globa l Wa te r. Because  the  cos t of

s uch  a  mode l is  h ighe r tha n  o ld -fa s h ione d  wa te r compa n ie s  like  Arizona  Wa te r

Compa ny, Globa l ne e ds  to a ttra ct more  inve s tme nt ca pita l, a nd a ll ca pita l is  a ttra cte d to

9

10

one  of two be ne fits

opportunitie s .

highe r re turns , or de cre a s e d ris k re la tive  to s imila r inve s tme nt

11

12

1 3

14

15

It is  importa nt to  re me mbe r tha t the  re s ult of th is  ca pita l inve s tme nt ma tte rs  to  our

cus tome rs  a nd to the  s ta te , by building fully inte gra te d, re giona l, wa te r re cycling utilitie s

the  Globa l compa nie s  a re  re pla cing up to 40% of groundwa te r de ma nd with re ne wa ble

recycled and surface  wa te r.
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It is  true  tha t the  Commis s ion could by rule  s imply re quire  a ll utilitie s  to a dopt the  fully

integra ted, regiona l, wa te r recycling mode l, but to da te  the  Commiss ion has  not done  so,

and I am aware  of no Rulemaking docke t to do so. None the less , a t Globa l we  be lieve  tha t

the  only sus ta inable  wa te r mode l is  the  one  we  a re  us ing. So to crea te tha t mode lwe had

21 to find a  wa y to e ithe r incre a s e  re turns  or to de cre a s e  ris k. We  chos e  the  la tte r. The
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ICFA mode l offse ts  some  of our inve s tors ' risk by cre a ting a  me cha nism to re turn some

of the ir ca rrying cos ts . The  ICFA fe e s  ma y or ma y not e ve r be  pa id, but if de ve lopme nt

move s  forwa rd, a t wha te ve r pa ce , s ome  re ve nue  will be  re ce ive d to offs e t the  ca rrying

costs  of conserva tion-based infras tructure .25

26

27

21



1 To a ttra ct de ve lope rs  to this  conce pt we  price d the  ICFA fe e s  a t a  lowe r cos t tha n wha t

the y would norma lly pa y for utility pla nt. Tha t is  be ca use  the  de ve lope rs  a re  pa ying only

for ca rrying cos ts  and not cos ts  of the  off-s ite  infra s tructure . This  lower cos t is  anothe r of

Arizona  Wa te r Compa ny's  compla ints , tha t the  Globa l ICFA is  more  a ttra ctive  fina ncia lly

to la ndowne rs  tha n the  old-fa s hione d wa te r compa ny mode l. Tha t's  true . And it ha d to

be  true  be ca us e  we  we re , a nd a re , trying to ge t de ve lope rs  to s upport a n ide a  ne w to

Arizona , but common in many othe r pa rts  of the  world, and tha t idea  is  tha t eve ry drop of

water should be used and reused as many times as possible .

In sum, ICFAs a llow us  to follow our conse rva tion-based mode l by offse tting some  of the

ca rrying cos ts  of the  more  expensive  infras tructure  needed for this  mode l.

A s e cond ke y be ne fit of ICFAs  is  tha t ICFA fe e s  he lp Globa l P a re nt to a cquire  s ma ll,

trouble d utilitie s . I e xpla ine d how this  works , a nd why such a cquis itions  a re  in the  public

inte re s t, on pages  22-23 of my Direct Tes timony.

Q-

A.

Please summarize your testimony.
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My te s timony speaks  to the  absolute  and immedia te  nece ss ity for a  pa radigm shift in the

wa y priva te  a nd public utilitie s  a s  we ll a s  those  a ge ncie s  tha t re gula te  the m think a bout

wa te r re s ource  ma na ge me nt. We  live  in a  re gion tha t will fa ce  the  ce rta inty of wa te r

s ca rc ity - in  my op in ion  with in  one  ge ne ra tion . The  S ta te  re quire s  a n a s sure d one

hundred yea r wa te r supply a s  a  demons tra tion of sus ta inability, and ye t priva te  utilitie s  to

da te  ha ve  ma de  tha t de mons tra tion a lmos t e xclus ive ly with a ntiqua te d pra ctice s  a nd

technologie s . Now, with  popula tion  growth a cce le ra ting  in  the  S outhwe s t, a nd the

unce rta inty a s socia te d with the  re a lity of clima te  cha nge  a nd its  pote ntia l impa ct on our

wa te r s upplie s , future  s us ta ina bility mus t be  de mons tra te d through the  be s t innova tive

wa te r re s ource  ma na ge me nt p ra c tice s  a nd  comme ns ura te  wa te r po licy. Water

22



1

2

3

4

infra s truc ture  pla nning is  a t le a s t a  one  hundre d ye a r e xe rc is e . The  de c is ions  we  ma ke

toda y will e ndure  through a t le a s t five  ge ne ra tions , pe rha ps  more . S o, it is  my pe rs ona l

be lie f a nd  ou r c o rpo ra te  ph ilo s ophy tha t the  le ga c y o f ou r p la nn ing  toda y re fle c t the

ce rta inty of wa te r s ca rc ity in the  future  - like ly the  ne a r future .
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One  only ha s  to  look a t Aus tra lia  or Northe rn Ita ly or Ne va da  or Ca lifornia  or Atla nta  to

re a lize  th a t wo rld  wid e  wa te r s c a rc ity is  u p o n  u s . In  the s e  re g ions ,  u tilitie s  a re  no t

s qua bbling ove r te rritory, or wonde ring a bout the  via bility of us ing re cycle d wa te r -. the y

a re  writing  the  policy tha t a llows  for the  d ire c t in troduc tion  of re cyc le d  wa te r in to  the ir

drinking wa te r s ys te ms a n e xtre me  me a s ure . In Aus tra lia  the ir re gula tory a ge ncie s  a re

writing wa te r re us e  code  concurre nt to the  cons truction of s ome  of the  la rge s t wa te r re us e

proje cts  in the  world -. pa rtne rs hips  a nd cons ortiums  of municipa litie s , re gula tors  a nd the

priva te  s e c to r a re  fo rming  a nd  find ing  wa ys  to  imple me n t the  be s t o f te c hno logy a nd

policy in the  fa ce  of the  wors t droughts  in te ns  of ye a rs .
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The  be s t o f the s e  re gu la to ry a ge nc ie s  ha ve  re a lize d  tha t the  ne w 'pub lic  in te re s t' is

de fine d  no t by lowe s t c os t s e rvic e ,  bu t by the  be s t 's c a rc ity ma na ge me n t' p ra c tic e s .

The ir focus  is  on ince pting be s t pra c tice s  a nd s e nding a  s igna l to  the  fina nc ia l ma rke ts

tha t re fle c ts  the  re quire me nt for inc re me nta l ca p ita l.  In  the s e  wa ys , the y a re  e ns uring

s us ta ina bility. It is  no  s e c re t tha t inve s to rs  too  a re  inc e p ting  'g re e n ' p ra c tic e s  in  the

ra pidly e me rging Cle a nte ch s e ctor.
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The  writing  is  on  the  wa ll in  Arizona  - we  ha ve  a n  opportun ity to  s e t the  s ta ge  fo r the

be s t policy a nd pra ctice  be fore  wa te r re s ource  s ca rcity re a che s  its  ce rta in cre s ce ndo a nd

25 extreme  meas ures  a re  neces s a ry.
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Regiona l wa te r conse rva tion planning is  not a  new concept, but it is  a  critica l piece  of the

pa ra digm s hift. Wha t is  ne w is  to build in the  te chnologica l be s t pra ctice s  now, a t the

be ginning  of the  de ve lopme nt, be fore  the  roa ds  a re  pa ve d a nd be fore  re tro-fitting

be come s  prohibitive ly e xpe ns ive . The re  a re  gre a t e xa mple s  throughout the  na tion a s

outline d in Globa l's  White  P a pe r on Wa te r Re cycling of the s e  pra ctica l a pplica tions  of

wa te r re us e  a s  a  cons e rva tion me thodology. We  mus t only le a d from the s e  e xa mple s

a nd e mula te  the m - import the  be s t of the ir pra ctice s  a nd policie s  a nd ma ke  the m our

own.

Globa l's  ins is te nce  on  wa te r re us e , coope ra tive  P os  with  munic ipa litie s , re g iona l

p la nn ing  ph ilos oph ie s  a nd  fina ncing  me thodo log ie s  a re  c le a rly ne w a nd  s e e n  a s

innova tive  in Arizona , a nd ye t I a m convince d tha t the y de fine  the  ne w 'public inte re s t'

and will ultima te ly be  shown to be  the  mode l for future  gene ra tions .

Q~ Does this conclude your supplemental direct testimony?
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TOTAL WATER MANAGEMENT :
RESOURCE CONSERVATIDN IN THE FACE OF

POPULATION GROWTH AND WATER SCARCITY

INTEGRA TED SYSTEMS, REGIUNAL PLANNING, AND THE
ECONDMICS OF WA TER RECLAMA TIONAND BENEFICIAL REUSE

By Trevor Hill, Graham Symmonds, Wesley Smith, and Paul Walker

INTRODUCE ON

Water management in Arizona  and the  a rid southweste rn United S ta tes  is  be ing influenced
by two increasingly synchronous and a la rming trends: explosive  growth and wa te r sca rcity.

The  inte rse ction of the se  fa ctors  - a  future  ce rta inty - will drive  wa te r policy to e xtre me
me a sure s . In the  a bse nce  of a ction now, those  me a sure s  will both a rrive  soone r a nd be
s ignificantly more  expensive . S usta inability in the  future  will depend sole ly on wha t action
is  taken today to pre se rve  and extend the  region's  limited and increas ingly va luable  wa te r
resources.

The  S ta te  of Arizona  is  in the  crossha irs  of the  collis ion be tween growth and supply. In the
a bs e nce  of a c tion toda y, a s  a  la ndlocke d s ta te ,  Arizona  Mus t re ly on non-re ne wa ble
groundwa te r supplie s  a nd limite d surfa ce  wa te r supplie s  in orde r to me e t the  ne e ds  of its
current and suture  popula tions . Exace rba ting the  issue  is  the  fact tha t the  s ta te  is  ente ring
its  13"' ye a r of drought,  whils t le a ding the  na tion in  growth. Arizona  m us t ta ke  the
initia tive  now to e s ta blish re giona l conse rva tion pra ctice s , de ve lop a nd de ploy re giona l
infrastructure , and deve lop a lte rna te  water resources in order to meet the  needs of today's  -
a nd tomorrow's  - cus tome rs . In the  a bse nce  of such pla nning, Arizona  re s ide nts  will be
subje cte d to continuous  sca rcity conce rns , a nd ultima te ly will fa ce  ma te ria lly incre a se d
costs for an essentia l commodity.

With the  unce rta inty of s urfa ce  wa te r re s ource s  a nd dwindling groundwa te r a quife rs ,
re cycle d wa te r e xis ts  a s  the  only wa te r source  e xpe rie ncing a n incre a se  in a va ila bility'
While  broa d ba se d wa te r re cycling progra ms ha ve  be come  sound public policy a nd ha ve
been wide ly adopted a round the  globe  in regions facing wate r sca rcity, the  S ta te  of Arizona
has taken re la tive ly minor steps to promote  this renewable  resource .

This  pa pe r discusse s  wa te r sca rcity a nd compa re s  curre nt policy in the  S ta te  of Arizona
with examples  from othe r regions . It a lso identifie s  factors  tha t hamper broad utiliza tion of
re cycling a nd focus e s  on the  drive rs  for a lte rna te  wa te r s ource s  in the  S ta te . Water

1Under Arizona's Groundwater Management Act, there are three sources of water: Surface Water - from
local rivers and lakes or Central Arizona Project Water ("CAP") from the canal system connected to the
Colorado River and its reservoirs, Groundwater from underground aquifers, and treated and reclaimed
wastewater. Global defines "treated and reclaimed wastewater" as "recycled water".
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recycling applica tions throughout the  world a re  discussed, as a re  the  benefits  of direct reuse
ove r recha rge . Fina lly the  pape r eva lua te s  and ana lyzes  the  economics  of recycled wa te r
infras tructure  deployment. In doing so it presents  theore tica l and empirica l da ta  supporting
both the  conce pt a nd re a lity of de ploying a nd us ing re cycle d wa te r to the  gre a te s t e xte nt
poss ible .

ADDR E S S ING  S C AR C ITY - THE  R O LE  O F  R E C YC LE D WATE R

De spite  be ing one  of the  drie s t s ta te s  in the  country, the  impe tus  for full de ve lopme nt of
recycled wa te r re source s  ha s  not occurred in Arizona . By contra s t, the  S ta te  of Ca lifornia
has been in the  vanguard of wa te r reclamation. Ca lifornia  took the  lead in advancing wate r
recycling some  yea rs  ago with the  crea tion of Title  22, Divis ion 4 in the  Ca lifornia  Code  of
Re gula tions . It wa s  Title  22 tha t de fine d the  s ta nda rds  for re cycle d wa te r a nd a llowe d its
use  to irriga te  food crops, parks and playgrounds, school yards, residentia l landscaping, and
unrestricted access golf courses.

The  Ca lifornia  Cons titution, Article  X, S e ction 2 a ddre s se s  wa te r use  by e s ta blishing a
"bene ficia l use" policy:

>

It is  he re by de cla re d tha t be ca use  of the  conditions  pre va iling in this  S ta te
the  gene ra l we lfa re  require s  tha t the  wa te r re source s  of the  S ta te  be  put to
be ne ficia l use  to the  fulle s t e xte nt of which the y a re  ca pa ble , a nd tha t the
wa s te  or unre a s ona ble  us e or unre a s ona ble  m e thod of us e  of wa te r be
prevented, and tha t the  conse rva tion of such wa te r is  to be  exe rcised with a
view to the  reasonable  and beneficia l use  thereof in the  interest of the  people
and for the  public welfare  [emphasis added] .

Ca lifornia  Wa te r Codes , S ection 13500 furthe r cla rifie s  the  S ta te 's  wa te r policy by
directly support water recycling :

The Legislature hereby finds and declares that the use ofpotable domestic
water for nonpotable uses, including, but not limited to, cemeteries, golf
courses, parks, highway landscaped areas, and industrial uses, is a waste or
an unreasonable use of the water within the meaning of Section 2 of Article
X of the California Constitution zf recycled water is available [emphasis
added].

In 2001 the  Ca lifornia  S ta te  Asse mbly e s ta blishe d a  miss ion to e va lua te  the  wa te r policy
framework of the  S ta te  and its  ability to increase  the  use  of recycled water.3 The  result was
a  J une  2003 re port title d "Wa te r Re cycling 2030 - Re com m e nda tions  of Ca lifornia 's
Re cycle d Wa te r Ta skforce " tha t conclude d "re cycle d wa te r could fre e  up e nough fre sh
water to meet the  household water demands of30 to 50 pe rcent of the  a dditiona l 17 million
Califomians"4 expected to populate  the State  by 2030 [emphasis added] .

\

2 California Law consists of the State Constitution, Statutes, and 29 Codes covering various subject areas, one
of which is the Water Code
3 Assembly Bill 331, Chapter 590, Statues of 2001
4 "Water Recycling 2030 Recommendations of California's Recycled Water Taskforce", June 2003
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Exa mple s  of wa te r sca rcity a nd the  dra s tic impa ct tha t it ha s  on socie ty a re  dra ma tica lly
e vide nt in Aus tra lia . P rolonge d drought ha s  brought se ve re  wa te r shorta ge s  to this  "Firs t
World" Na tion . In Bris ba ne , Que e ns la nd, a s  wa te r re s e rve s  droppe d to unde r 209
capacity, the  gove rnment imposed Leve l 5 wa te r re s trictions  on April 10, 2007. In addition
to manda tory bans  on outdoor use s , re s idents  a re  be ing a sked to make  s ignificant indoor
water use  savings to lower residentia l use  from 180 lite rs per person per day (47 ga llons per
pe rson pe r da y) to 140 lite rs  pe r pe rson pe r da y (40 ga llons  pe r pe rson pe r da y).' S imila r
sce na rios  a re  found throughout Aus tra lia  whe re  re cognition of the  impe nding cris is  ha s
been accompanied by policy shifts  towards maximizing of use  of recycled wate r

In S ydne y, the  Gove rnme nt of Ne w S outh Wa le s  ha s  include d in the ir 2006 Me tropolita n
Wate r P lan a  fourfold increase  in reuse  to 70 billion lite rs  pe r yea r (ove r 50 million ga llons

a gricultura l irriga tion from the  Rive r Murra y by 209 a n a dditiona l 32% cut ca me  we e ks
la te r, most recently, regional agriculture  rece ives a  zero a lloca tion from the  River

The  Gove rnme nt of We ste rn Aus tra lia  initia te d the  de ve lopme nt of a  wa te r pla n in 2007
sta ting tha t "the  S ta te  Government has given water arid the  management of water resources
s tra te gic priority. This  will continue  into the  future  give n clima te  cha nge  a nd va ria bility

announced plans to recycle  20% of its  wa te r by 2012 and 30% by 2030' when popula tion is
expected to increase  by 40% It is  inte re s ting to note  tha t, a lso within the  report, unde r the
he a ding "P riority Actions  2007-201 l", the  Gove rnm e nt lis te d "Us e  a nd re cycle  wa te r
wise ly" a s  number one

Whe the r by progre s s ive  thought or a  c ris is  re s pons e  to  e xtre m e  s ca rc ity,  the  wa te r
re cycling progra ms  in Ca lifornia  a nd Aus tra lia  se rve  a s  e xa mple s  of sound wa te r policy
De spite  s imila ritie s  in popula tion growth a nd re source  sca rcity, the  S ta te  of Arizona  la gs
amazingly fa r behind. While  politica l leaders  and regula tors  have  established lofty goa ls  in
other regions, Arizona  remains passive  in its  approach to water recycling

In the  Arizona  Drought P re pa re dne s s  P la n, dra fte d in 2004 by the  Gove rnor's  Drought
Task Force , wate r recycling is  bare ly mentioned

Effluent, or trea ted wastewater, can be  trea ted to a  qua lity tha t can be  used
for purpose s  such a s  a gricultura l irriga tion, turf gra s s  wa te ring, indus tria l
cooling, or ma inte na nce  of ripa ria n a re a s . Efflue nt ha s  the  pote ntia l to
replace  a  potable  wa te r supply when potable  wa te r qua lity is  not necessa ry
for the  use

'No Rain, No Water, Big Problem - Water reuse should ease water supply strain in Brisbane, Australia
Water Environment & Technology, August 2007, p 60-63

2006 Metropolitan Water Plan Executive Surrnnary", NSW Government, April 2006
A River Ran Through It", Claire Seoby, The Observer, August 5, 2007
State Water Plan 2007 Sumlnary", Govenunent of Western Australia

Arizona Drought Preparedness Plan - Background & Impact Assessment Section", Governor's Drought
Task Force. October 8. 2004
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"Effluent has  the  potentia l to replace  a  potable  wa te r supply..." is  a  fa r cry from "the  use  of
pota ble  dome s tic wa te r for non-pota ble  use s ...is  a  wa s te  or a n unre a sona ble  use  of the
wa te r... if re cycle d wa te r is  a va ila ble " (Ca lifornia  Code ) or "30% re cycle d wa te r by 2030"
(Western Austra lia) .

FACTORS HAMPERING BROAD UTILIZATION OF RECYCLED WATER

While  the  regula tory environment in Arizona  has  adopted s tringent s tanda rds  for Class  A+
Re cla im e d Wa te r a nd provide s  the  fra m e work for re us e ly,  wa te r provide rs  ha ve  not
e mbra ce d this  re source . The re  a re  thre e  fa ctors  tha t ha mpe r broa d utiliza tion of re cycle d
water in the  S ta te :

A lack of policy direction from e lected officia ls  and sta te  agencies
A lack of integrated service  supp1iers13 which are  capable  of providing the  service
The  e conomic re a lity tha t re cycle d wa te r use  ca n only be  a chie ve d on a  re giona l
sca le

P olicy

G ive n  the  c ritica l na ture  of wa te r s ca rc ity in  Arizona ,  the  curre n t re gula tory
fra m e work for wa te r cons e rva tion is  s urpris ingly we a k. Utilitie s  ha ve  lim ite d
obliga tions  to conse rve  and the re  a re  no requirements  to use  recycled wa te r. With
rapid growth, finite  wa te r re sources , and the  rea lity of sus ta ined drought, the  S ta te
must do more .

Re ce nt initia tive s  by the  Arizona  Corpora tion Commis s ion (ACC) indica te  tha t
some  progre ss  is  be ing made . For example , in ce rta in ca se s  the  ACC has  banned
the  us e  of groundwa te r to  s e rve  golf cours e s  a nd  s im ila r a m e nitie s . Mo re
importa ntly, the  ACC ha s  ma de  conse rva tion-focuse d ra te  de s igns  a  priority. The
Arizona  De pa rtme nt of Wa te r Re source s  (ADWR) is  curre ntly de ve loping "Be s t
Management P ractice s" (BloC[P 's) for wa te r conse rva tion. While  some  of the  dra ft
BMP 's  a ppe a r to  be  us e fu l,  re cyc le d  wa te r is  no t e ve n  m e ntione d . Glossy
brochure s  a nd "Wa te r .-- Use  It Wise ly" a dve rtis e me nts  will only go so fa r. Long
term susta inability requires moving toward regiona l water reclamation and reuse .

Re lia nce  on the  individua l consume r for conse rva tion will not ultima te ly se rve  to
a ddre ss  wa te r sca rcity in the  S ta te . While  individua l e fforts  a re  he lpful on the
ma rgins , ra dica l re duction in wa te r us e  mus t be  initia te d by the  Utility. It is  the
Utility tha t can impact the  individua l, and the  Utility tha t should bea r the  burden of
long-term resource  management.

\
I

in Arizona Administrative Code (AAC) R18-11-303 defines Class A+ Reclaimed Water and references a
number of approved uses including irrigation of food crops, recreational impoundments, residential landscape
irrigation, school ground landscape imation, open access landscape irrigation, toilet and urinal flushing, tire
protection systems, vehicle and equipment washing, and snowrnaldng.
13 Integrated Service Suppliers are those defined as providing water, wastewater and recycled water services.
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Inte gra tion

Inte gra te d se rvice  supplie rs  provide  both wa te r a nd wa s te wa te r se rvice s  within a
re gion. In s itua tions  we re  a n inte gra te d supplie r doe s  not e xis t, opportunitie s  to
make  use  of re cycled wa te r a re  difficult. Obvious ly, it is  the  was tewa te r utility tha t
collects  wastewate r, trea ts  it to regula tory s tandards, and dis tributes  recycled wa te r
- ofte n  to  the  e conom ic  de trim e nt of the  wa te r u tility." In some  ca se s , wa te r
utilitie s  have  litiga ted ove r the  right to dis tribute  recycled wa te r cla iming they have
such a  'right'15, de spite  not owning the  re source . This  litiga tion furthe r s tifle s
re cycle d wa te r's  pote ntia l a pplica tion. Whe n wa te r a nd wa s te wa te r utilitie s  a re
placed a t odds, neither party advances the  use  of this valuable  resource .

Re duc ing the  volum e  of wa te r for pota ble  us e s  d ire c tly re duce s  the  cos ts  of
tre a tme nt to me e t the  Na tiona l P rima ry Drinking Wa te r S ta nda rds  (obvious ly, the
fe we r ga llons  de live re d, the  fe we r ga llons  tre a te d, a nd the  lowe r the  cos ts  of
treatment). Cons ide ring the  e ve r tighte ning re gula tory e nvironm e nt for s a fe
drinldng wa te r, re ducing the  ove ra ll ca pa city re quire me nt of tre a tme nt sys te ms
means fewer such systems a re  required, and those  tha t a re  required, because  they
trea t less  wate r, have  lower opera ting and maintenance  costs . The  result is  a  partia l
s he lte ring of the  cons um e r from  the  a dve rs e  fina ncia l im pa cts  m e e ting future
regula tory requirements  of the  S a fe  Drinldng Wate r Act. S aving $0.50 to $2.00 pe r
thousand gallons is  a  very significant benefit to the  consumer, and these  funds can
then be  used for financing la rge-sca le  wate r recycling initia tives.

> In a ddition to the  te chnica l a spe cts  of inte gra tion, the re  a re  policy a nd fina ncia l
bene fits  from integra tion. A joint S wedish-P olish re sea rch s tudy viewed integra tion
of wa te r, wa s te wa te r a nd wa s te  ha ndling a s  pa rt of a  "municipa l e cology". The
sandy points  out tha t the  advantages  of 'integra tion include  "combina tions  with the
energy sector. _ .improved technica l functions, possibilities in a  la rge  organiza tion to
e m ploy qua lifie d  s ta ff, s im p lific a t io n  o f fe e  c o lle c t io n  s ys te m ,  a n d  le s s
environmenta l emissions and resources deple tion."l7

P la nning

Integra tion of wa te r and wastewa te r se rvice  provide rs  is  a  key e lement of planning
for tota l wa te r ma na ge me nt. La rge -sca le  pla nning a llows  for the  re a liza tion of a
more  diverse  customer spectrum for recycled wate r and ensures tha t the  benefits  of

I

U

xi The use of recycled water in lieu of potable water means a diminished demand for the potable water
produced by local water companies .- reduced water sales diminish the water company's revenues.
is See Arizona Wafer Co. v. City of Casa Grande,No. CV2000-022448 (Superior Court, Maricopa County),
Minute Entry dated March 27, 2002. AWC claimed a 'right' to sell City effluent to the Reliant Power Plant.
AWC lost and appealed. The Court of Appeals, in an unpublished opinion, upheld the ruling against AWC.
Arizona Water Co. v. City of Casa Grande, No. 1 CA-CV 02-0671 and l CA-CV 02-0724 (Arizona Court of
Appeals), Memorandum Opinion filed October 14, 2003. AWC also lost a related case in federal court. See
Arizona Water Co.v. City of Casa Grande,33 Fed. Apex. 309 (9"' Cir2002)(unpublished opinion)
16 Current operation and maintenance costs associated with Arsenic treatment within a regional system range
from $0.50 to $2.00 per 1,000 gallons of treated water. Treatment costs are likely to increase as other
regulated contaminants are identified and must be addressed iii die future.
17 Integration of Water and Sanitation - A Challenge to Reach Sustainability Goals, B. Hultman, E. Plaza and
T. Stypka
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recycled wa te r a re  fe lt regiona lly, One  can imagine  tha t a  s ingle  deve lopment may
choose  to de ploy a  s ignifica nt re cycle d wa te r sche me  to re duce  groundwa te r use ,
only to ha ve  those  sa vings  squa nde re d by a  ne ighboring de ve lopme nt built sole ly
on the  basis  of groundwate r.

The  concepts  of tota l wa te r management - "highest and best use  for recycled wate r"
and "the  right source  for the  right use" a re  pilla rs  of the  new pa radigm in the  wa te r
indus try. The se  founda tions  ca nnot be  cons tructe d without inte gra te d a nd re giona l
pla nning. Ultim a te ly th is  will d rive  the  de p loym e nt of dua l wa te r m a ins  a nd
ma ximize  the  us e  of re cycle d wa te r re ga rdle s s  of s ca rcity. Bu t in  th e  fa c e  o f
scarcity, these tenets become paramount.

THE  IMP E TUS  F O R  ALTE R NATIVE  WATE R  S O UR C E S

There  a re  ce rta in rea litie s  tha t must be  collective ly addressed in orde r to ensure  long te rm
wa te r s us ta ina bility in  the  S ta te  of Arizona  a nd tha t m us t font the  ba ckbone  of a ny
susta inable  water policy for the  sta te :

•

Growth will continue .
As  growth continue s ,  unde rground a quife rs  will u ltim a te ly re a ch a  ra te  of
withdrawal tha t will exceed ra tes  of na tura l recharge .
S urfa ce  wa te r in  the  re g ion  is  ove r-a lloca te d  a nd  ha s  be e n  im pa c te d  by
sus ta ine d drought, le ga l dispute s  ove r a va ila ble  supplie s , a nd e nvironme nta l
policie s  rega rding required s tream flows.
Trea tment costs  a re  soaring and a re  u quantifiable  in the  future .
Public opinion will evolve  as  resource  ava ilability scenarios  change .

G rowth

Arizona  and the  southweste rn United S ta te s  continue  to expe rience  unprecedented
growth. Clima te , cos t of living, e conomic opportunity, a nd othe r cons ide ra tions
dra w hundre ds  of thous a nds  of pe ople  to the  re gion e ve ry ye a r.8 This  influx of
new re s idents  has  se rved to enhance  the  s ta te 's  qua lity of life . Entrepreneurs  bring
ne w bus ine ss  a nd opportunitie s . Re cre a tiona l a nd cultura l a ctivitie s  continue  to
e volve  a nd de ve lop. The  re gion ha s  be come  more  a ttra ctive  a s  it grows . De spite
the  re ce nt a djus tme nts  in the  hous ing ma rke t, a ll e conomic indica tors  point to
prolonge d growth in the  Arizona  a nd the  s outhwe s t Unite d S ta te s . In  fa c t,  R L
Brown in his  J uly 26, 2007 publica tion The  P hoe nix Hous ing Ma rke t Le tte r s ta te s
"the  metro Phoenix new-housing marke t remains on the  best spots  on the  plane t for
new home builders, developers, and the  trades".I9

JI

18 U.S. Census Bureau, 'Arizona's Maricopa Leads Counties in Population Growth Since Census 2000',
http://www.census.gov/Press-Release/www/releases/archives/population/009756.html - which states, in part,
"Maricopa County Arizona gained 696,000 residents between 2000 and 2006, the largest numerical increase
of the nation's 3,141 counties. , .Arizona became the nation's fastest growing state between 2005 and 2006."
19 "The Phoenix Housing Market Letter", RL Brown Housing Reports, Volume 272, July 26, 2007

6



J )

Limits  on  Groundwa te r S upp lie s  (Aquife rs )

)̀
The  s itua tion  in  P im a ] Coun ty,  Arizona  s e rve s  to  e ffe c tive ly illu s tra te  the  lim its  o f
g ro u n d wa te r a n d  th e  im p ra c tic a lity o f re lyin g  o n  it a s .  a  s o le  s o u rc e  to  s u p p o rt
g ro wth . Ac c o rd in g  to  th e  U.S .  C e n s u s  Bu re a u ,  th e  C o u n ty (lo c a te d  s o u th  o f
Ma ricopa  County) ha s  grown by 51% s ince  the  2000 Ce ns us  - la rge ly a s  a n  e xurb  of
Ma ric o p a  Co u n ty. Th e  a q u ife r in  th e  P in a l Ac tive  Ma n a g e m e n t Are a  (AMA) is
na tura lly re cha rge d a t a n a ve ra ge  ra te  of 82,500 a cre -fe e t a  ye a r.20 This  me a ns  tha t
8 2 ,5 0 0  a c re -fe e t p e r ye a r (th e  e q u iva le n t o f ro u g h ly 2 6 ,8 8 3  m illio n  g a llo n s ) is
a va ila b le in  pe rpe tu ity. Curre n t re gu la tion  re qu ire s  tha t e a c h  e qu iva le n t dwe lling
un it (EDU) be  s upporte d  by a  de m ons tra te d  pe rpe tua l a va ila b ility o f 0 .5  a c re -fe e t
pe r ye a r.21 Ca lc u la tio n s  b a s e d  o n  th is  d a ta  in d ic a te  th a t 1 6 5 ,0 0 0  EDU's  c a n  b e
de ve lope d  in  the  P ina l A M A g ive n  g ro u n d wa te r a s  th e  o n ly wa te r re s o u rc e .  Ye t,
e n t it le m e n ts  c u rre n t ly w ith in  th e  C o u n ty e xc e e d  6 5 0 , 0 0 0  E DU's  -  th re e fo ld
dis cre pa ncy be twe e n wa te r s upplie s  a nd proje c te d wa te r de rna nd.22 It is  a  fa c t tha t
cons e rva tion  a nd  a lte rna tive s  to  g roundwa te r u tiliza tion  will be  re qu ire d  to  s upport
the  a ntic ipa te d growth.

Over-a lloca tion of Surface  Water

The  Colorado Rive r provides  a  la rge  pe rcentage  of the  southweste rn United S ta te s
with the  ne ce s s a ry wa te r re s ource s  to promote  growth a nd opportunity. Grea t
engineering accomplishments throughout the  twentie th century have  tamed the  river
a nd dive rte d its  flows  to the  popula tion ce nte rs  of the  re gion. Arizona 's  cla im to
Colora do Rive r wa te r e ma na te s  from the  origina l 1922 Colora do Rive r Compa ct,
a nd the  s ta te 's  s ha re  of the  rive r wa s  de te rmine d by the  U.S . S upre me  Court in
Arizona  v, Ca lifornia , 376 U.S . 340 (1964) - howe ve r re ce nt s tudie s  ha ve  shown
tha t the  supply da ta  the  Court re lied upon was  from an abnorma lly high flow pe riod
- a nd  the  Co lo ra do  R ive r's  16 .5  m illion  a c re -fe e t pe r ye a r a lloc a tion  like ly
ove rs ta te s  its  a ctua l production, by two to five  million a cre -fe e t pe r ye a r." Flow
me a sure me nts  conducte d from 1906 to 1995 re corde d a n a ve ra ge  a nnua l flow of
15.2 million a cre -fe e t a nd re ce nt s tudie s  indica te  tha t a ve ra ge  a nnua l flow in the
Colora do Rive r Ba s in ma y be  13.5 million to 14.6 million a cre -fe e t.24 P e riodic
droughts ,  e xte nding ove r a  num be r of ye a rs  a ls o im pa ct the  a c tua l a m ount of

20 Hydrologic studies completed in December 2004 as part of an evaluation of the Pinal AMA's groundwater
budget determined that the AMA's renewable groundwater supplies total 82,500 acre feet on a long-term
average annual basis.
21 Arizona Department of Water Resources internal protocol
Hz The Morrison Institute for Public Policy, in their July 2007 report "The Future at Pinal", identified 653,277
units, mostly single-family homes, that have been entitled on private land within Pinal County.
23 See, e.g., Colorado River Basin Water Management, 'Evaluating and Adjusting to Hydroclirnatic
Variability', National Research Council of the National Academies, 2007, and 'The Tree-Ring Record of
Severe Sustained Drought' by David Meko, Charles W. Stockton, and W,R. Boggess, published in American
Water Resources Association's Water Resources Bulletin, Vol. 31, No. 5, October 1995, and 'Two
Perspectives on Drought: Paleoclimate and Climate Change' as presented by Gregg M. Garvin for the
University of Arizona at the New Mexico Rural Water Association Annual Conference, March 21, 2005
24 An original landmark Colorado River tree-ring-based reconstruction study was completed at the University
of Arizona in 1976 and esUmated a long-term average flow of 13.5 million acre-feet per year. A 2006
collaboration between the University of Arizona's Laboratory of Tree-Ring Research, the National Oceanic
and Atmospheric Administration, theU.S. Geological Survey, and the University of Colorado estimates the
average water flow at 14.6 million acre-feet per year.
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surfa ce  wa te r a va ila ble . P rude nt wa te r ma na ge me nt mus t ta ke  into a ccount the se
emerging rea litie s .

Cost of Trea tment

The  provis ion of pota ble  wa te r in Arizona  is  gove rne d by AAC R18-4 e t se q which
e m bodie s  the  re qu ire m e nts  o f the  S a fe  Drinking  Wa te r Ac t in to  the  Arizona
re gula tory e nvironme nt. The  Unite d S ta te s  Environm e nta l P rote ction Age ncy
(US EP A) is  re quire d by s ta tute  to ma inta in a  Conta mina nt Ca ndida te  Lis t (CCL)
a nd e va lua te  a  m inim um  of five  conta m ina nts  on the  CCL during e a ch re vie w
pe riod for pos s ible  re gula tion, ba se d on the  pote ntia l for huma n he a lth impa cts .
Te chnology's  a bility to de te ct cons titue nts  down to pa rt-pe r-trillion le ve ls  a nd the
eve r increa s ing scrutiny of the  e ffect of the  environment on human hea lth demand
tha t re gula tory pa ra me te rs  be come  ine vita bly more  s tringe nt. Re ga rdle ss  of the
identity of the  next regula ted contaminant, the re  can be  no doubt tha t the re  will be  a
trea tment requirement for a ll but the  most pristine  water sources .

"

/

Wise  wa te r re source  management must account for both qua lity and quantity of the
re source , ye t a lso must take  into account the  cost to the  consumer. By e s tablishing
dual water main systems -- one  potable  and one  non-potable the  costs of trea tment
ca n be  dra ma tica lly re duce d, a rid a s  wa te r tre a tme nt is  e s s e ntia lly a  proce s s  of
conta mina nt re mova l a nd conce ntra tion, the  production of conce ntra te d re s idua ls
ca n be  s ignifica ntly curta ile d. In the  ca se  whe re  dua l wa te r ma ins  supply re cycle d
wa te r, a  s ignificant reduction in the  ove ra ll potable  wa te r demand can be  rea lized -
re ducing the  volume  of wa te r re quire d to be  tre a te d me e t the  Na tiona l P rima ry
Drinking Wate r s tanda rds .

Evolution of P ublic Opinion

As  wa te r be com e s  incre a s ingly s ca rce ,  public  pe rce ption of a lte rna tive  wa te r
source s  te nds  to shift, a nd cha nge s  in public pe rce ption e na ble  modifica tions  to
wa te r policy. Utiliza tion of a lte rna te  wa te r s ource s  in the  s a fe s t, mos t pra ctica l
a pplica tions  be come  the  be s t a va ila ble  solutions . Throughout the  world, public
policy ha s  e volve d a s  the  re a litie s  of s ca rc ity be gin to be  a ddre s s e d. Dra s tic
turna bout in  public  opin ion  ca n  be  docum e nte d  in  com m unitie s  whe re  wa te r
re sources  became  le ss  abundant and a lte rna tive  sources  were  required to ma inta in
qua lity of life .

In Arizona , a nd throughout the  s outhwe s te r Unite d S ta te s , wa te r utilitie s  m us t
make  the  investment in public educa tion and community involvement to address the
re a litie s  of growth a nd sca rcity a nd fos te r support for ine vita ble  cha nge s  in wa te r
policy. The  communitie s  e xa mine d la te r in this  pa pe r provide  robus t e vide nce  of
the  evolution in public opinion and openness  to wa te r recycling.
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Irvine Ranch Water District, California 1967 3,812

El Dorado Irriga tion Dis tric t, Ca lifornia 1999 3,437

Tucson Water, Arizona 1984 900

Mawson Lakes, Australia 2005 4,300

Rous e  Hill, Aus tra lia 1995 16,500

" 3

.
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WATER RECYCLING APPLICATIONS
I

The  conce pt of wa te r re c la m a tion a nd re cycling is  not ne w. Inde e d socie ty ha s  be e n
re cyc ling  wa te r in  s om e  form  or a no the r fo r hundre ds  o f ye a rs  - the  m os t com m on
approach has  been to trea t wastewa te r and re turn it to rive rs , s treams a rid washes . Globa l
Wa te r's  utiliza tion of highly tre a te d re cycle d wa te r in a nd a round the  City of Ma ricopa , is
ne ithe r unique  nor is  it on the  cutting edge  of te chnology, but it does  diffe r in tha t Globa l's
recycled wa te r is  reused (for uses  not requiring potable  wa te r) ins tead of be ing re turned to
rive rs . The  a dva nce s  of the  pa s t 150 ye a rs  in wa s te wa te r tre a tme nt ha ve  a llowe d the
production of re cycle d wa te r to be  more  cons is te nt a nd a chie ve d with a  highe r de gre e  of
re lia bility -. Globa l Wa te r's  focus  is  to use  tha t incre a se d re lia bility a nd sa fe ty to incre a se
the  uses of recycled water.

The  WateReuse  Associa tion e s tima te s  the re  a re  1,500 wa te r reuse  utilitie s  throughout the
Unite d S ta te s  de live ring re cycle d wa te r for a  myria d of e nd use s , more  tha n ha lf of which
we re  e s ta blishe d in pa rt due  to wa te r sca rcity or pre se rva tion a nd prote ction of a va ila ble
resources. From the  WateReuse  Associa tion's  Na tiona l Da tabase  of Wate r Reuse  Facilitie s
a nd othe r s ource s ,  a  com pe ndium  of e le ve n wa te r u tilitie s  in  the  Unite d  S ta te s  a nd
Austra lia  ha s  been deve loped and is  included a s  Appendix A. These  utilitie s  a re  providing
recycled wate r for a  full spectrum of end uses.

F ive  o f the  re c la m a tion  a pp lic a tions  a re  loc a te d  in  a rid  e nv ironm e nts  with  lim ite d
a va ila b ility of re ne wa ble  wa te r s upplie s  a nd  m a ke  us e  of dua l d is tribution  s ys te m s
supplying homes and businesses  for initia tion and toile t flushing.

Irvine  Ranch Wate r Dis trict

Loca te d in Ora nge  County, Ca lifornia , the  Irvine  Ra nch Wa te r Dis tric t (IRWD)
s e rvice s  a  133 s qua re  mile  a re a  tha t include s  the  City of Irvine  a nd portions  of
Costa  Mesa , Lake  Forest, Newport Beach, Orange , and Tustin. IRWD ma ke s  use
of importe d s urfa ce  wa te r to a ccommoda te  35% of the  s e rvice  a re a 's  dome s tic
supply.25 The  re ma ining 65% come s  from loca l we lls . IRWD curre ntly ma ke s  use
of recla imed wa te r to offse t 20% of the ir tota l wa te r needs . S itua ted in a  semi-a rid
region with an annua l ra infa ll of 12 to 13 inches , wa te r sca rcity issue s  initia ted the
wa te r re cycling progra m forty ye a rs  a go. De s ign a nd cons truction of re cla ime d
wa te r infra s tructure  wa s  comple te d a s  the  community de ve lope d. As  a gricultura l
fie lds  conve rte d to  rooftops , bus ine s s m e n a nd pla nne rs ,  a long with the  wa te r
supplie r, made  a  sound decis ion to utilize  recycled wa te r within the  community.

,/
z5 According to the IRWD Fact Sheet, dated July 2005, approximately 35 percent of IRED's drinldng water
is purchased from the Metropolitan Water District of Southern California. Imported water comes from the
Colorado River via the Colorado River Aqueduct and from Northern California via the State Water Project.
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)̀ IRWD opera tes under the  philosophy tha t wate r is  too va luable  to be  used just once .
"Every ga llon of recycled wa te r used...means a  ga llon of drinking wa te r tha t can be
sa ve d for pota ble  use s . Re cycle d wa te r...re duce [e s] the  ne e d to import e xpe ns ive
wa te r a nd he lp[s ] to ke e p wa te r ra te s  low."26 The  prima ry re cycle d wa te r us e s
inc lude  la nds ca pe  irriga tion for pa rks ,  s chool grounds ,  golf cours e s ,  fre e wa y
landscaping, and initia tion of common a reas  managed by homeowners  associa tions
(HOAs). A ma jority of re s ide nce s  in Irvine  ha ve  front ya rds  tha t a re  owne d by the
HOA's  and a re  thus  irriga ted with recycled wa te r.

Utiliza tion  o f re cyc le d  wa te r wa s  e xpa nde d  in  1990  whe n  the  Dis tric t,  with  s upport
o f the  S ta te  o f Ca lifo rn ia , de ve lope d  a  po licy re qu iring  a ll ne w bu ild ings  ove r fifty-
five  fe e t h igh  to  in s ta ll a  dua l d is tribu tion  s ys te m fo r flu s h ing  to ile ts  a nd  u rina ls  in
a re a s  whe re  re c la im e d  wa te r is  a va ila b le .  In  1991 , I R W D be c a m e  the  firs t wa te r
d is tric t in  th e  n a tio n  to  o b ta in  h e a lth  d e p a rtm e n t p e n n ie s  fo r th e  in te rio r u s e  o f
re c la im e d  wa te r from  a  c om m unity s ys te m . Re c la im e d  wa te r c u rre n tly m a ke s  u s e
o f d u a l-p lu m b in g  fo r to ile t flu s h in g  in  IRED's  fa c ilitie s  a s  we ll a s  in  s e ve ra l h ig h
ris e  o ffice  bu ild ings  cons truc te d  with  dua l p ip ing  s ys te ms . P o ta b le  wa te r de ma nds
in  the s e  bu ild ings  ha ve  d roppe d  by a s  much  a s  80  pe rce n t due  to  re c la ime d  wa te r
us e .

>

The  IRWD re cycle d wa te r progra m is  supe rvise d by the  Ca lifornia  De pa rtme nt of
He a lth S e rvice  a nd the  Ora nge  County He a lth Age ncy a nd the  IRWD works  in
conjunction with the se  a ge ncie s  to prote ct the  public he a lth while  ma lting the  be s t
use  of re cla ime d wa te r. IRWD ha s  e s ta blishe d proce dura l guide line s  a nd ge ne ra l
de s ign  re qu ire m e n ts  fo r re c yc le d  wa te r fa c ilitie s  tha t inc lude  c ons truc tion
s pe c ifica tions  re ga rd ing  p ipe  s pa c ing  a nd  ide n tifica tion ,  gu ide line s  for us e ,
backflow prevention, and cross connection testing.28

El Dora do  Irriga tion  Dis tric t

The  S e rra no de ve lopme nt, loca te d in the  S ie rra  foothills  community of EL Dora do
Hills , Ca lifornia  ne a r S a cra me nto, is  s e rvice d by the  El Dora do Irriga tion Dis trict
(EID). In 1999 EID obta ined approva l from the  S ta te  of Ca lifomiazg to use  recycled
wate r to irriga te  the  front and backyards  of re s identia l units  constructed in Se rrano.
P rio r to  the  im ple m e n ta tion  o f re s ide n tia l u s e ,  the  c om m unity m a de  us e  o f
recla imed wa te r on its  golf course , pa rks  and greenbe lts  and was recognized by the
Ca lifornia  Wa te Re use  Associa tion a s  the  "P roje ct of the  Ye a r" in 1998, With the

26 Taken from the IRWD Fact Sheet, dated July 2005.
27 The IRWD website(www.irdw.com) represents that "in a typical office setting, approximately 80 percent
of the water is used for toilet flushing, By using reclaimed water instead of drinking water to flush toilets,
major savings can be realized."
pa "Procedural Guidelines and General Design Requirements", Irvine Ranch Water District, Revised April,
2005 indicates in Section 5.1 that "all on~site facilities using recycled water will have an annual cross
connection test unless otherwise approved by the state and county health agencies based on a case by case
basis."
29 The California Code of Regulations, Title 22, Chapter 3, Division 4 defines the standards for recycled
water used for surface irrigation and allows for its use to irrigate food crops, parks and playgrounds, school
yards, residential landscaping, unrestricted access golf courses, and any other initiation use not prohibited by
other sections of the Code.
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applica tion of advanced wate r reclamation, homes a re  equipped with dua l plumbing
(pota ble  wa te r for inte rior use  a nd re cla ime d wa te r for la ndsca pe  irriga tion). The
recycled wa te r is  de live red through a  dedica ted pressurized "purple  pipe" system.
This  s ys te m  "puts  S e rra no in  the  fore front of the  tre nd 'towa rd e nvironm e nta l
sensitive  deve lopment and grea tly improves  the  cormnunity's  ability to rema in lush
and green during normal drought cycles".31 In 2005 S e rrano rece ived the  Na tiona l
Wa te Re us e  Awa rd of Me rit,  re cogniz ing the  com m unity for its  innova tive  a nd
concerted e fforts  in using recycled wate r.

In managing the  recycled system EID has developed an extensive  se t of policies and
procedures  to bes t se rve  the  public. EID has  e s tablished guide lines  for wa te r reuse
and has crea ted design and construction standards for both non-residentia l s ites  and
re s ide ntia l dua l plumbe d home s , The  s ta nda rds  include d ba ckflow pre ve ntion,
trench de ta ils , and informa tion rega rding automa tic controlle rs  for onsite  irriga tion.
The y a ls o include d m a te ria l s ta nda rds  a nd re quire m e nts  for ide ntifying a bove
ground infra s tructure . Inspection procedures  a re  in place  during ins ta lla tion and die
sys te m is  che cke d pe riodica lly to e nsure  continue d complia nce  with a ll re gula tory
agencies. All de s igne rs  and contractors  worldng with dua l-plumbed communitie s
a re  re quire d to a tte nd a n EID works hop e xpla ining the  us e s  a nd re gula tions  of
re cycle d wa te r be fore  a ny de s ign or ins ta lla tion be gins . Re fre she r tra ining is
conducted every e ighteen months.

)

EID promote s  a  public e duca tion progra m to continua lly inform the ir cus tome rs
a bout the  va lue  of re cycle d wa te r a nd how it ca n be  sa fe ly utilize d to supple me nt
the  wa te r inve ntory. Monthly re cycle d wa te r works hops  for home owne rs  a nd
publica tions  pe riodica lly a ddre ss  diffe re nt re use  is sue s . EID a dvoca te s  re use  not
only a s  good public policy in time s  of popula tion growth a nd re source  sca rcity but
promote s  the  fa ct tha t its  dua l-plumbe d house hold cus tome rs  use  20% le ss  wa te r
than single-plumbed household customers.33

The  success  of advanced reclama tion and dua l-plumbing in S e rrano has  prompted
the  E1 Dora do Irriga tion Dis trict to e xpa nd the  progra m to a ll ne w communitie s
within the ir se rvice  a re a  tha t ca n fe a s ibly conne ct to the  ba ckbone  re cycle d wa te r
infra s tructure . In a ddition to the  3>500 home s  in S e rra no, roughly 600 re s ide nce s
outs ide  of the  de ve lopme nt ma ke  us e  of re cycle d wa te r for front a nd ba ckya rd
irriga tion and another 1,400 in deve lopment.

y

30 Plumbing codes require that pipes containing reclaimed water be purple to prevent accidental cross-
connection with potable water systems.
Si Taken from the Serrano website (wwwserranoeldorado.corn). It should be noted that the community uses
water recycling and reuse as a market differentiator, promoting its sensitivity to environmental issues.
32 "Recycled Water Use Guidelines for Residential Dual Plumbed Homes", El Dorado Irrigation District, June
2003, Section 2.2.C.
33 Taken from the El Dorado Irrigation District brochure titled "This Community Uses Recycled Water for
Landscape Irrigation".
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Tucs on Water

De ve lopm e nt in Tucs on, Arizona  his torica lly re lie d on groundwa te r to m e e t its
wa te r supply ne e ds . Ove r tim e , withdra wa ls  from  the  re giona l a quife r s ys te m
surpa sse d the  na tura l re cha rge  a nd ca use d groundwa te r le ve ls to  fa ll. De spite
a g g re s s iv e  d e m a n d  m a n a g e m e n t p ro g ra m s  a n d  a  p o p u la c e  with  a  s tro n g
e nvironme nta l e thic, Tucson be ga n to s e e  the  de clining wa te r le ve ls  re sulting in
me a sura ble  la nd subs ide nce , incre a se s  in pumping cos ts , a nd the  gra dua l loss  of
ripa rian habita ts .

In orde r to a ddre s s  the s e  is s ue s  the  City of Tucs on Wa te r De pa rtme nt (Tucs on
Wa te r) re cognize d tha t re ne wa ble  wa te r supplie s , including re cycle d wa te r would
be  ne e de d to  s a tis fy proje c te d wa te r de m a nd.34 Tucs on Wa te r cons tructe d
Arizona 's  firs t community re cla ime d wa te r sys te m in the  e a rly 1980's  cons is ting of
one  filtra tion plant, ten mile s  of pipe line , and two cus tomers . In subsequent yea rs ,
the  system has  grown to 160 miles  of pipe line  and de live rs  a lmost 13,000 acre -fee t
to more  tha n 900 irriga tion cus tome rs  a nnua lly. Functions  of the  re cla ime d wa te r
sys te m a re  gove rne d by a n ins titutiona l fra me work of e fflue nt e ntitle me nts " a nd
use  is  re gula te d by the  Arizona  De pa rtme nt of Environme nta l Qua lity (ADEQ) a nd
the  Arizona  Depa rtment of Wa te r Resources  (ADWR) through a  se rie s  of pennie s .
Curre nt (2007) source s  of re cla ime d wa te r a re  ca pa ble  of supplying 15,750 a cre -
feet per year and are  projected to increase by 22,250 acre-feet per year by 2015.36

Recla imed Water System Design S tandards have  been deve loped by Tucson Water
tha t a ddre s s  pipe line  conve ya nce s ,  priva te  plum bing re quire m e nts ,  ba ckflow
prevention, on-s ite  s torage , wa te r me te rs , utility sepa ra tion, identifica tion marking,
a nd a ir ga ps . Inspe ction protocols  a nd proce dure s  a re  e s ta blishe d tha t include
a pp lica tion  fo r s e rv ice  a nd  a  fon ta l us e r a g re e m e nt,  a  ba ckflow pe nn i,  s ite
inspe ction, a nd dye  te s ting to e nsure  tha t the re  is  no cros s  conne ction with the
potable  system.

Ma wson La ke s

Ma ws on La ke s  is  a  com m unity in  s uburba n Ade la ide ,  S outh  Aus tra lia  tha t is
curre ntly home  to 10,000 re s ide nts . Aus tra lia  is  e nduring a  prolonge d drought a nd
re se rvoirs  a re  a t critica lly low le ve ls . Conditions  ha ve  de te riora te d to a  point tha t
recently the  South Austra lian Government suspended domestic outdoor watering for

34 Tucson Water addressed renewable water supplies in their "Water Plan: 2000-2050" dated November 22,
2004 which was presented to the Mayor and Council of Tucson.
35 Effluent ownership is governed by a series of inter-govemmental agreements (RIGA's). The basic
framework was established in 1979 in an IGA between the City of Tucson and Pima County and has
expanded to include the Bureau of Reclamation, the Metropolitan Domestic Water Improvement District, and
the Town of Oro Valley.
36 "n _I_ . ,, - _1 ii-.. n_...4-.._ cu,.¢_.,. n -._-..¢ "lnn"7>7 'l*..,m,.. u7..¢~. WA s»+ .. L

37 A dye test is conducted after the reclaimed meter and backflow prevention assembly are installed. Dye is
added to the irrigation system on the customer's side of the new reclaimed water meter. At the time of
testing, the irrigation system is not connected to the reclaimed water meter. Potable water is used to conduct
the test. The inspector Tums on each drinking water faucet and the presence of dye indicates a cross-
connection. All cross-connections must be eliminated prior to the initiation of recycle water service.
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the  months  of J uly and August 2007 to he lp conse rve  wa te r. The  re s trictions  ba n
the  use  of house hold sprinlde rs , hose s , a nd initia tion sys te ms  for those  months .
These  re s trictions  a re  in addition to previous  limita tions  on nurse rie s , ca r washing,
pools, spas, founta ins, a rid ponds.

In the  face  of wa te r sca rcity, Mawson Lakes and South Austra lia  Wate r (SA Wate r),
which provides se rvice  to the  community, implemented advanced water reclamation.
to extend utiliza tion of a  va luable  re source . Home  cons truction began in 2005 and
the  deve lopment fea tures  a  dua l wa te r supply system, supplying drinldng wa te r and
re cycle d wa te r to home s  via  comple te ly se pa ra te  ma ins . The  community e mploys
a dva nce d re cla ma tion, whe re  not only a re  la wns  irriga te d, but toile ts  a re  flushe d
with  re c la im e d  wa te r.  As  a  re s u lt,  Ma ws on  La ke s  ha s  de m ons tra te d  a  50%
reduction in wa te r use , saving 800 mega lite rs  (211 million ga llons) annua lly.39 The
use  of recycled wa te r is  not manda tory but re s idents  of the  community a re  required
to accept the  te rms and conditions  of a  Recycled Wate r S upply Agreement. Within
the  Agreement, any customer tha t e lects  not to use  recycled wa te r must pay for the
inte rna l a lte ra tions required to irriga te  and flush toile ts  with drinking wa te r.40

Q

In  April 2006  S A Wa te r a nd  the  G ove rnm e nt o f S outh  Aus tra lia  publis he d  a
Recycled Wate r P lumbing Guide  with the  intent to "ensure  proper ins ta lla tion of the
recycled wa te r se rvice  and provide  a  clea r guide  for sa fe  use  of recycled wa te r".41
The  document provides  guide lines  for use  and ins ta lla tion and includes  informa tion
on water ma ins , meter assemblies, a pprove d products , a nd de ta ils o n
commiss ioning the  sys te m. An e xte ns ive  public e duca tion progra m continue s  to
inform and update  customers on issues tha t range  from how a  recycled water system
works to the  proper use  of the  resource .

Rouse  Hill

Austra lia 's  la rges t re s identia l recycled wa te r scheme  is  the  Rouse  Hill a rea  loca ted
in northwe s te rn S ydne y. S ince  comme nce me nt in 2001, ove r 16,500 home s  a re
us ing 1 .9  billion lite rs  (roughly 500 m illion ga llons ) e a ch ye a r to  flus h toile ts ,
irriga te landscapes , and wash ca rs . On ave rage  the  Rouse  Hill scheme  has  reduced
demand for drinldng wa te r by 35 pe rcent. Eventua lly 35,000 homes will be  se rved.
Wa te r re cla ma tion a nd re cycling ha ve  be e n s ta ple s  of S ydne y Wa te r's  re source
policy for the  la s t de ca de . In fa ct, a cros s  gre a te r S ydne y more  tha n 20 re cycle d
wa te r sys te ms  re cycle  22 billion lite rs  (a lmos t 6 billion ga llons  or roughly 18,000
a cre -fe e t) e a ch ye a r42. This  re ne wa ble  re source  ha s  prove n va lua ble  during the
drought conditions tha t a re  currently impacting the  region.

as "News Release", Government of South Australia, June 17, 2007 (announcing July 2007 restrictions) and
"News Release", Government of South Australia, July 24, 2007 (announcing the extension of the restrictions
into August 2007) .
39 Prom South Australia Water website (www.sawater.com.au) What's New .-News Room .- "$16 million
recycle system saves water".
40 Mawson Lakes Recycled Water Supply Agreement, Terms and Conditions of Supply.
41 "Recycled Water Plumbing Guide", Government of South Australia, SA Water, April 2006, p. 3.
42 From Sydney Water website (www.svdnevwater.corn.au).
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Periodic droughts  a re  a  fea ture  of Sydney's  climate  and have  shaped wate r policy in
the  a rea . Ove r the  pa s t 120 ye a rs , the  re gion ha s  e xpe rie nce d thre e  prolonge d
droughts  - one  in the  l890's , a  second in the  1940's , and is  currently in the  midst of
die  third. Que s tions  re ga rding clima te  cha nge  a nd unce rta intie s  a bout ra infa ll
pa tte rns  only complica te  pla nning for wa te r in the  future . The  Ne w S outh Wa le s
(NS W) Gove rnme nt, which wholly owns  S ydne y Wa te r, ha s  a dvoca te d e xte ns ive
re use  a s  policy a nd ha s  include d wa te r re cycling a s  a  ma jor compone nt of the ir
Me tropolitan Wa te r P lan. NS W sta te s  in an executive  summary of the ir 2006 P lan
tha t "wastewater can be  sa fe ly recycled and used in industry, agriculture  and in new
home s  for ga rde n wa te ring, toile t flushing a nd othe r non-drinking use s . Re cycling
can...dive rsify the  system with a  supply source  not re lying on ra infa ll."43

DIRE CT RE US E  VE RS US  RE CHARG E

Dire ct re use  of re cycle d wa te r is  re la tive ly s tra ight forwa rd. Wa s te wa te r is  tre a te d to a
high leve l a t a  reclamation facility for reuse  and, ra ther than discharging the  product unused
into the  environment, purple  pipe  (plumbing code  require s  tha t the  pipe  color be  purple  to
re fle ct its  re cycle d s ta tus ) move s  the  wa te r from the  tre a tme nt fa cility to its  point of use .
While  re cha rging re cycle d wa te r into the  unde rlying wa te r ta ble  is  a n importa nt a spe ct of
re source  ma na ge me nt, it is  infe rior to dire ct re use . Re cha rge  is  a  me thod of a chie ving
seasona l re source  equa liza tion (i.e ., s toring recycled wa te r in winte r months for withdrawal
a rid use  in summer months), but it fa lls  short in the  "highest-and-best-use" ca tegory. There
are a  number of benefits that direct reuse has over recharge.

Wa te r is  pumpe d once  a nd the n use d repea tedly, re ducing pumping a nd S DWA
treatment costs
Recharge  facilitie s  a re  complica ted by loca l geology, wildlife  and cultura l concerns
Recharge  has the  potentia l to increase  sa linity in the  aquifer
Contaminants of emerging concern may be  better addressed by direct reuse
Recharge is often conducted in areas remote  from the  use  of the  water resource

Water is Pumped Once

Groundwa te r re quire s  a  subs ta ntia l a mount of e ne rgy to lift it from the  a quife r to
the  surfa ce . The  cos t of groundwa te r e xtra ction is  in the  orde r of $0.80 pe r 1000
ga llons . Once  on the  surfa ce , it ca n be  dis tribute d a nd re de ploye d for $0.10 pe r
1,000 ga llons . Recharge  requires  tha t the  wa te r be  removed once  from the  aquife r,
dis tributed to homes, trea ted, pumped back into the  aquife r (if using vamoose  zone
we lls  or Aquife r S tora ge  Re cove ry (AS R) we lls ),  the n re cove re d (pum pe d out
aga in) from the  aquife r, and trea ted aga in for SDWA compliance  (as noted a t a  cost
ranging from $0.50 to $2.00 pe r 1,000 ga llons). The  re sult is  a  three~fold increa se
in energy costs.
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Recharge  Facilities  a re  Complica ted

~> Re cha rge  ba s ins  a nd we lls  a re  notorious ly difficult to ope ra te  a nd ma inta in. Ofte n
soils  (pa rticula rly in Arizona ) do not pe rcola te  we ll, a nd the y ca n be  compromise d
by fine s  or ba cte riologica l growth. Va dos e  zone  a nd AS R we lls  re quire  routine
m a inte na nce  a nd ha ve  a  us e ful life  of 5 to 7 ye a rs . Furthe rmore , wildlife  a nd
cultura l concerns grea tly diminish the  areas available  for recharge  and discharge .

Re cha rge  a nd S a lina  in the  Aquife r

When a  direct reuse  scena rio is  implemented, the  amount of wa te r withdrawn from
the  unde rlying a quife r is  le s s  tha n tha t re quire d whe n re cha rge  is  utilize d (wa te r
a lre a dy on  the  s u rfa c e  is  re c yc le d ,  s upp le m e n ting  the  ne e d  fo r a dd itiona l
groundwa te r). As  a  re s ult a  dire ct re us e  s ce na rio ha s  much le s s  impa ct on the
aquife r. Ope ra ting unde r a  re cha rge  sce na rio, more  wa te r is  e xtra cte d from the
a qu ife r a nd  is  re p la c e d  with  wa te r o f a  po te n tia lly s ign ific a n tly h ighe r to ta l
dis solve d solids  (TDS ) le ve l. The  re sult is  incre a se d sa linity in the  a quife r. This
concept is  more  fully discussed in Ap p en d ix B.

Contaminants  of Emerging Concern

>

Much research is  ongoing to eva lua te  contaminants of emerging concern (CEC) in
m unic ipa l e fflue nts  a nd re cycle d wa te r. CEC's  inc lude  e ndocrine  dis rupting
compounds  (EDC), pha rma ce utica ls  a nd pe rs ona l ca re  products  (P P CP ). B y
cre a ting a  continuous  loop of non-pota ble  wa te r on the  s urfa ce ,  d ire c t re us e
minimize s  e xpos ure  of CEC's  to the  unde rlying a quife r. More  inform a tion on
EDC's  and how they re la te  to direct reuse  and recharge  a re  presented in Ap p en d ix
C.

Remote Recharge

Recharge  is  often conducted in a reas remote  from the  wate r resource  use . Because
of la nd re quire me nts  ne e de d for re cha rge  a nd re cove ry, re cha rge  a re a s  a re  ofte n
well outside  impacted a reas. Direct reuse  a llows the  wate r resource  to be  employed
where  it is  required. Decentra lized wa te r reclama tion and direct reuse  a llow for the
minimiza tion of mate ria l and resource  flux - a  key concept of susta inability.44

THE  E C O NO MIC S  O F  WATE R  R E C YC LING

The  introduction of wa te r re cla ma tion a nd re use  into a  re gion ha s  subs ta ntia l impa ct on
wa te r conse rva tion and long te rm sus ta inability. The  front end financia l outlay required to
execute  a  regiona l wa te r reclamation plan is  a  sound investment and is  good public policy
whe n a na lyze d in the  broa de r conte xts  of growth, re source  sca rcity is sue s , a nd re source
quality issues.

44 Water Recycling and Decentralized Management: The Policy and Organisational Challenges for Innovative
Approaches .- Daniel J. Livingston, Nyree Stenekes, Hal K. Colebatch, Nicholas J. Ashbolt and T. David
Waite.
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As growth continues in Arizona  and scarcity issues become paramount, the  price  to acquire
wa te r rights  will continue  to  e s ca la te . P ric ing  fo r s u rfa c e  wa te r righ ts  with in  the
s outhwe s te rn Unite d S ta te s  ha s  s urge d upwa rd, this  tre nd will continue . In a ddition to
a cquis ition cons ide ra tions , the  e ve r tighte ning re gula tory e nvironme nt pre se nts  a  future
la de n with e ve r m ore  s tringe nt tre a tm e nt re quire m e nts . Re ce nt re gula tory cha nge s
gove rning the  maximum contaminant leve l (MCL) of a rsenic have  added s ignificant cos ts
to the  ope ra tion of wa te r utilitie s , both in ca pita l inve s tme nt for ne w infra s tructure  a nd in
incre a se d ope ra ting e xpe nse s . Whe n the  cos ts  a ssocia te d with re cla ma tion a re  a na lyze d
within the  emerging wa te r acquis ition and trea tment rea litie s , the  economics furthe r shift in
favor of reuse .

Wate r reuse  activitie s  a lso a llow for the  ma intenance  of greenspace  in the  urban/suburban
environment. This  ha s  a  s ignificant impact on ove ra ll tempera ture s  in the  region, and can
s ignifica ntly re duce  ove ra ll powe r cos ts . De ma nd for e le ctricity in Unite d S ta te s  citie s
incre a se s  by 3 to 4 pe rce nt pe r de gre e  Ce ls ius .45 Urba niza tion ha s  incre a se d the  ove ra ll
tempera tures 0.1 to l C per decade  in the  past 50 years.46 The  maintenance  of greenspace
"m e a s ura bly a ffe c ts  the  the rm a l be ha vior of diffe re nt s ite s  within a  c ity. Ma xim um
te mpe ra ture s  within the  gre e nspa ce  of individua l building s ite s  ma y be  3 C coole r tha n
outside  the  greenspace ."47 S ignifica nt powe r sa vings  ca n be  a chie ve d by e nsuring tha t
water resources are  available  for greenspace activities.

D

Globa l Wa te r, through its  re gula te d utilitie s , S a nta  Cruz Wa te r Compa ny a nd P a lo Ve rde
Utilitie s  Compa ny, ha s  ma de  s ignifica nt inve s tme nt in wa te r re cla ma tion tre a tme nt a nd
transmission infra s tructure  throughout deve loping communitie s  in and a round the  Citie s  of
Ca sa  Gra nde  a nd Ma ricopa , Arizona . This  inve s tme nt la ys  the  founda tion for long te rm
tota l wa te r ma na ge me nt opportunitie s  in the  a re a , s upporting growth while  a ddre s s ing
s ca rc ity a nd obvia ting tre a tm e nt to  m e e t the  S a fe  Drinking Wa te r Act (S DWA) for a
s ignifica nt volume  of wa te r. An a na lys is  of the  s ys te ms  in the  Ma ricopa /Ca s a  Gra nde
Region (MCSR) provides an opportunity to examine  the  economics of recycling.

MO DE LING  AND E C O NO MIC  ANALYS IS

Modeling was deve loped to ana lyze  capita l investment for infrastructure , system opera tions
and ma intenance  costs , and the  ra te  requirements  a ssocia ted with va rious  wa te r re source
sce na rios . This  mode l wa s  ca libra te d from fie ld e xpe rie nce  a nd da ta  a ccumula te d from
S a nta  Cruz  Wa te r Com pa ny a nd  P a lo  Ve rde  Utilitie s  Com pa ny. Th e  m o d e l is  a
quantita tive  ana lys is . The  qua lita tive  impa cts  of imple me nting a  re giona l re cla ma tion
progra m (cornrnunity a me nitie s , re cre a tiona l opportunitie s , powe r sa vings  by e mploying
greenspace  e tc.), while  warranting considera tion, were  not included.

The  ana lysis  was structured as follows:

Parameters such as underlying regiona l conditions, popula tion density, consumptive
demand, and ava ilability of recycled water were  defined.

Q
45 Quantifying the Impact of Trees: The Chicago Urban Forest Climate Project - D.J. Nowak and E.G.
McPherson
46 Jo
47 Ibid
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• Qua ntifia ble  a s s e s s me nts  we re  de ve lope d for re le va nt pa ra me te rs (ca pita l
e xpe nditu re s  a nd  Adva nce s  In  Aid  of Cons truc tion  "AIAC", ope ra tions  a nd
maintenance, capita l s tructure , and profit and loss ).

• Three  water resource  scenarios  were  identified for evalua tion:

O Gro u n d wa te r On ly/No  Tre a tm e n t - As s u m e s  c o m p le te  re lia n c e  o n
groundwate r within the  region. In this  s cenario, the  underlying wa te r s ource
is  a s s ume d to me e t complia nce  with a ll re gula tory ma nda te s  without a
requirement for s ignificant trea tment facilitie s .

O Surface Water -- Assumes  that surface water is  acquired and delivered to the
region for use  in lieu of groundwate r.

O Groundwate r with Ars enic Trea tment -- As s umes  tha t groundwate r mus t be
tre a te d for complia nce  with one  of the  90 re gula te d conta mina nts  of the
SDWA to mee t changes  in the  (MCL).

Each water resource scenario was evaluated in the context of no reclamation, basic
reclamation, and advanced reclamation:

O No Reclamation is  de fined as  employing groundwate r for a ll wa te r uses  in a
s ingle -plumbed colmnunity.

~>
O Ba s ic  Re c la ma tion  is  de fine d  a s  re us ing  wa te r p roduce d  by a  wa te r

re c la ma tion fa c ility fo r  ir r ig a t io n  o f c o m m o n a re a s , Home owne rs
Associa tion ("HOA") open spaces , community amenities  and schoolyards .

o Adva nce d Re cla ma tion is  de fine d a s  a  dua l-pluxnbe d, highly dis tribute d
network of de livery of recycled water for the  bes t and highes t uses  poss ible .

Detailed discuss ion of baseline parameters  is  included as Appe nd ix D,

ANALYS IS  OF RES ULTS

Modeling a llowed for ana lys is  of many diffe rent a reas  including:

Water savings
Baseline Costs  (both capital cos ts  and cos t to the cus tomer)
The  impact of surface  water acquis ition
The impact of trea tment.

Res ults  depicting front-end capita l expenditures  (infras tructure ) and cos t to the  cons umer
(monthly billing) a re  s ummarized in the  following table  (ca lcula tion s hee ts  a re  included as
Appendix E) and analys is  is  made in the  pages  that follow.
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E
Water Savings in Groundwater Only/No Treatment

Water recycling results in substantial water savings, reducing demand by 35% (basic
recycling) to 43 % (advanced recycling).

The water savings associa ted with basic and advanced reclamation is  tremendous. Without
reclamation, groundwate r consumed on an annua l basis  within a  section of deve loped land
is  a pproxim a te ly 273 m illion  ga llons  (the  e quiva le nt of 10 ,919 s wirling  pools ).  The
incorpora tion of ba s ic  re cla ma tion to the  s e ction re duce s  cons umption to 177 million
ga llons  a nnua lly (7,065 swimming pools ), a  s a vings  of 35%48, Advanced reclama tion

a

4s (10,919-7,065)/10,919 = 3,854/10,919 = 0.35 (35%)
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Cost of Infrastructure (per EDU)
Groundwater Scenario
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re duce s  the  consumption to 156 million ga llons  (6,248 swimming pools ), re pre se nting a
43% savings49.

As a  re sult of these  wa te r savings , more  growth may be  susta ined within the  same  volume
of pota ble  wa te r. An a dditiona l 1,222 units  ma y be  s e rvice d through the  introduction of
Ba s ic re cla ma tion. Adva nce d re cla ma tion incre a s e s  tha t numbe r to 1,481 units , this
incre a s e  in hous ing de ns ity yie lds  othe r e nvironme nta l be ne fits  ra nging from re duce d
tra nsporta tion de ma nd, incre a se d community cohe re nce , a nd incre a se d loca l bus ine s s
development opportunities.50

Baseline Costs (Groundwater Only/No Treatment Scenario)

When analyzed in the Groundwater Only/No Treatment scenario it is apparent that the
front end capital costs associated with Basic reclamation are only slight ly higher (+3 %)
than those associated with the provision of no reclamation. Capital cost  for  Advanced
reclamat ion are h igher  than that of Basic reclamation (it should be noted that, while
capital cost are higher, costs to the consumer are lower - as discussed below).

Basic reclama tion require s  the  ins ta lla tion of pipes  and infra s tructure  to dis tribute  recycled
wa te r from the  wa te r re cla ma tion fa cility to its  point of us e . This  is  a  non-pre s s urize d
sys te m, whe re  wa te r is  de live re d a t a tmosphe ric pre s sure  to Re cycle d Wa te r Re te ntion
S tructure s  (typica lly la ke -type  fa cilitie s ). The  point of us e , from the  pe rs pe ctive  of the
utility,  is  the  ons ite  re te ntion s truc ture  from  which the  de ve lopm e nt dra ws  to irriga te
common a reas , pa rks , ba ll fie lds , school grounds , e tc. The  cost of the  pipe line  is  offse t by
a  downs izing of fa cilitie s  tha t tre a t a nd dis tribute  pota ble  wa te r. The se  include  we ll s ite s
a nd dis tribution ce nte rs  (s tora ge  & pumping). Tota l cos t pe r EDU without re cla ma tion is
ca lcula te d to be  $6,494. Cos t pe r EDU with Ba s ic re cla ma tion ca lcula te s  to $6,694 (a n
incre a se  of3.1%).

Advanced reclama tion includes  a ll a spects  of Basic reclama tion but adds  infra s tructure  to
dis tribute  re cycle d wa te r dire ctly to e a ch re s ide nce  for irriga tion purpos e s  ra the r tha n
s imply de live ring to ce ntra lly loca te d re te ntion s tructure s . Unde r this  s ce na rio, e a ch
individua l prope rty ha s  two me te rs , one  for pota ble  wa te r a nd one  for re cycle d wa te r,
Dis tribution mus t be  pre s s urize d, re quiring cons truction of re cycle d wa te r dis tribution

)
49 (10,919-6,248)/10,919 = 4,671/10,919 = 0.43 (43%)
50 See work of Urban Land Institute, generally, and Urban Land Institute/National Multi-Housing
Council/American Institute of Architects' "Joint Form on Housing Density", Feb. 7, 2002
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Customer Billing (per EDU per Month)
Groundwater Scenario
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centers for  storage and pumping (typically large water  tanks in  excess of 1,000,000 to
2,000,000 gallons). Advanced r eclamat ion  a l so r equi r es const r uct ion  of in -par cel
distribution pipelines. Cost per EDU is $8,214 (an increase of 26.5% when compared to no
reclamation).

Operating under the Groundwater-only Scenario, cost to the consumer can be reduced
by 2.6% when employing Basie direct reuse. When Advanced reclamation is utilized, the
east increases slightly (+ 3.3%).

While capital costs are slightly more expensive, implementation of Basic water reclamation
creates a scenario where the consumer recognizes a cost savings on monthly billing.

Without water reclamation, rates associated with the Groundwater-only scenario are in the
order  of $83.19 per  EDU per  month .  Reuse creates a decrease in  treatment of potable
water ,  reducing costs to the consumer. Consumer billing with Basic reclamation will
decr ease to $80.99 per  EDU per  mon th  ( -2 .6%). Advanced reclamation  ut i l izes a
pressurized distribution system, including storage and pumping. As a result, monthly cost
to the consumer increases to $85.94 per EDU per month (+3.3%) when compared with the
no reclamation scenario.

A comparison of water savings to capital east and consumer billings illustrates that
sign yieant opportunities ear be aenieved through minimalfront end capital investment.

20
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Imp ac t o f S u rface  Wate r

Introduction of surface water has substantial impact on the economics of water
reclamation. When the cost associated with a perpetual water right is added to the
equation, cost per EDU increases by over 90% (from $6,494 to $12,428). In th is
scenario, water reclamation offers substantial savings in front end capital east. When
factoring in surj9 water, a savings of over 15% can be realized with Basic reclamation
($12,428 per EDU drops to $10,533 per EDU). Advanced reclamation recognizes a east
savings of almost 7%

The  emerging rea lity of groundwate r sca rcity necessita tes  acquis ition of renewable  surface
wa te r a s  a  s upple m e nta l re s ource R e s e a rc h  in to  th e  wa te r rig h ts  m a rke t in  th e
southwe s te rn Unite d S ta te s  indica te s  a n ongoing upwa rd surge  in price s . It is  a nticipa te d
tha t this  price  s urge  will continue  a s  growth a nd s ca rc ity is s ue s  be com e  incre a s ingly
pola rized. For purposes  of ana lys is  a  base line  va lue  for acquis ition of surface  wa te r rights
wa s  e s ta blishe d a t $11,000 pe r a cre  foot." The  impa ct on front e nd ca pita l re quire me nts
and cost to the  consumer is  s taggering. Tota l front end capita l cost per EDU increases from
$6,494 pe r EDU (utiliz ing groundwa te r) to $12,428 pe r EDU whe n the  cos t of s urfa ce
wa te r a cquis ition is  inc lude d (a n incre a s e  of 91.4%) This  va lue  ca n be  de cre a s e d
subs ta ntia lly by utilizing wa te r re cla ma tion in the  re giona l pla n. By re cycling wa te r, the
need for incrementa l surface  wa te r supplies  is  diminished. With Basic reuse  the  cost drops
to  $ 1 0 ,5 3 3  p e r E DU (a  d e c re a s e  o f l5 .3 %  o f th e  s u rfa c e  wa te r s c e n a rio  with  n o
re cla ma tion). Adva nce d re cla ma tion in the  surfa ce water scena rio ca lcula te s  to $11,610
per EDU (a  decrease  of 6.6%)

Discussion of $11,000 price per acre foot is included in Appendix D
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Customer Billing (per EDU per Month)
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In the surface water scenario, the cost of treatment has a great impact on the cost to the
consumer -- monthly billings nearly double ($83.19 per EDU per Month with
groundwater, $164.26 per EDU per Month with surface water). By utilizing reeyeled
water in lieu of surface water, consumer cost can be reduced by 18% to 20%.

In the  surface  wa te r scena rio, monthly billings  ca lcula ted to $164.26 pe r EDU. Bas ic
reclamation reduces that number to $ l33.45 per EDU (-18.8%) while advanced reclamation
reduces the monthly billing even more to $132.33 per EDU (-l9.4%).

Impact of Treatment

Treatment considerations have impacts on capital costs. When the cost associated with
arsenic removal equipment is added to the model, east per EDU increases by over 7%.
When treatment is factored in, a slight savings of 0.6% can be realized with Basic
reclamation. In-parcel distribution pipelines increase the east of Advanced reclamation
by 18% when compared to the no reclamation-groundwater only/no treatment scenario.
Note that the model conservatively assumes that treatment is required for only one
contaminant. In the event that the next regulated contaminant requires a separate and
distinct treatment system, the effect on cost is compounded.

The  cos t pe r EDU incre a s e s  from $6,494 pe r EDU (utilizing groundwa te r tha t doe s  not
require  trea tment) to $6,945 per EDU when the  cost of trea tment is  included (an increase  of
ll.1%). With ba s ic  re us e  the  cos t drops  to $6,985 pe r EDU (a  de cre a s e  of 0.6% of the
trea tment scena rio with no reclama tion). Advanced reclama tion in the  trea tment scena rio
ca lcula tes  to $8,472 per EDU (an increase  of l8.0%),
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Customer Billing (per EDU per Month)
Arsenic Treatment Scenario
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When treatment is required, monthly billing to the consumer will increase by over 25%.
Water reclamation in this scenario offers a savings to the consumer.

Monthly billings within the treatment scenario calculated to $104.03 per EDU (an increase
of 25.1% when compared to the scenario where groundwater does not require treatment).
Basic reclamation reduces that number to $94.48 per EDU (-9.2%). Advanced reclamation
reduces the monthly billing under treatment scenarios to $97.87 per EDU (-5.9%).

CONCLUSIONS

According to a 2006 Arizona Department of Water  Resources presentation on Arizona
water issues, the State is dependent upon three sources of water as listed be1ow52:

z

Based on these figures, over-allocated r ivers and extended periods of drought have the
potential to impact 53.4% of the State's water supply while another 36.8% of its reserve
relies on depleting underground aquifers. Reclaimed water exists as the only water source
exper iencing an increase in  availabil i ty (9.8% and growing). Th e Sta t e must  move
aggressively to support,  and mandate water  recycling as a long term solution to water
scarcity.

An effective recycling program can only be deployed by an integrated services provider
with  the abil i ty to plan  regionally and construct  in frastructure - ear ly,  in  advance of
development - of the appropriate size and capacity. The benefits of recycling can also be

/)
Hz "Arizona Water Issues" presentation of ADWR, at Valley Forward Association meeting, March 16, 2006
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e xploite d by a n inte gra te d utility through common-tre nch cons truction, cons is te ncy of
recycling objectives, cormnonality of s tandards and economies of sca le  for labor.

Globa l Wate r is  not on the  vangua rd of successful wa te r reuse  programs, In fact the re  a re
thousa nds  of a pplica tions  throughout the  world. Much ca n be  le a rne d a nd e mula te d from
utilitie s  tha t have  been implementing wate r recycling for some time .

From e xa mining the  Irvine  Ra nch Wa te r Dis trict it is  a ppa re nt tha t much ca n be
a ccomplishe d if the  be ne fits  of re cla ma tion a re  re cognize d e a rly a nd if re cycle d
wa te r is  a  pa rt of the  pla nting proce s s  from the  be ginning. Arizona  ha s  a  unique
opportunity in this  rega rd .- growth is  driving the  deve lopment of new communitie s .
Deploying recycled wa te r infra s tructure  while  these  communitie s  s it on the  drawing
ta ble  is  fa r supe rior to a tte mpting a  re trofit la te r, whe n the  sca rcity re a lity is  more
pronounced.

• The  E l Dora do  Irriga tion  Dis tric t ha s  de m ons tra te d  tha t im p le m e n ta tion  o f
advanced wate r recycling se rves to lower the  customer's  monthly wa te r bill.

Tucs on Wa te r de te rmine d tha t, de s pite  a  popula ce  with a  s trong e nvironme nta l
e thic, aggressive  demand management a lone  cannot necessarily curta il deple tion of
underlying aquife rs .

• The  Aus tra lia n community of Ma ws on La ke s  s hows  tha t re cycle d wa te r ca n be
safe ly and dependably used to flush toile ts in priva te  residences.

~>
Rouse  P a rk in suburba n S ydne y, Aus tra lia  is  a n e xa mple  whe re  la rge  sca le  wa te r
re cla ma tion pla nning ha s  be e n of s ignifica nt be ne fit during time s  of prolonge d
drought. The s e  a re  but five  e xa mple s  of dua l-plumbe d a pplica tions  tha t we re
driven by sca rcity.

Re cycle d wa te r ha s  be e n sa fe ly utilize d throughout the  world for s e ve ra l de ca de s . In
pre pa ra tion for a  Ma rch 2007 re fe re ndum on re cycle d wa te r use , the  Loca l Gove mrne nt
Associa tion of Que e ns la nd, Aus tra lia  commiss ione d a  s tudy by the  Unive rs ity of NS W.
The  re port by S tua rt Kha n a nd Da vid Rose r, of the  UNS W Ce ntre  for Wa te r a nd Wa s te
Technology, reviewed recycled drinking wa te r schemes in the  US  and S ingapore . "Despite
more  than 40 years ' experience , no clea r de le te rious hea lth e ffects have been observed,"
the  a uthors  wrote 53. Re cycle d drinldng wa te r in the  sche me s  wa s  of e qua l qua lity to tha t
from traditional sources .- or better.54

Dire ct re us e , ultima te ly us ing dua l piping ne tworks  (one  for pota ble  wa te r a nd one  for
pressurized recycled wa te r), offe rs  the  most practica l and inexpensive  way to make  use  of
re cla ime d wa te r. While  re cha rge  re m a ins  a  m e thod of a chie ving s e a s ona l re s ource
equa liza tion, direct reuse  is  pre fe rable  a s  a  mechanism to reduce  pumping costs , reduces
the  mass  loading of re s idua l contaminants  on the  rece iving environment and reduces  the
volum e  of wa te r tre a te d to  Na tiona l P rim a ry Drinldng Wa te r S ta nda rds  a nd us e d by
customers.

53 From the article "All-clear for recycled water". The Courier Mail, January 22, 2007.
54 _Ibid
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Deployment of recycled wa te r infra s tructure  offe rs  substantia l wa te r savings , ranging from
3 5 %  to  4 3 % . This  s a v ings  a llows  fo r inc re a s e d  hous ing  de ns ity with  num e rous
e nvironme nta l be ne fits . In  the  c on te xt o f re s ide n tia l de ns ity,  th is  inc re a s e  in  un it
s e rv ic e a b ility a llo ws  p o p u la tio n  c o re s  to  b e  d e v e lo p e d  with  e x is t in g  re s o u rc e s .
Ac c o rd in g ly,  g ro wth  n e e d  n o t s e e k o u t n e w s o u rc e s  o f wa te r th e re b y in c re a s in g
consumption of raw, na tive  or otherwise  desirable  open space .

From an economic s tandpoint, ana lys is  shows tha t while  the  implementa tion of dua l wa te r
ma ins  a nd wa te r re cycling ma y be  more  e xpe ns ive  (up front), the y a re  le ss  cos tly (to the
consumer). Unde r the  like lie s t s ce na rios , i.e ., groundwa te r mus t be  tre a te d to S DWA
standards and surface  wate r must be  purchased and de livered to customers, the  practice  of
water recycling has an immedia te  and profound impact on water scarcity management.

W ith  th e  e m e rg in g  c o n c e rn s  o f g ro u n d wa te r s c a rc ity a n d  im p e n d in g  t re a tm e n t
cons ide ra tions ,  the  e conom ics  of re c la m a tion ha ve  s hifte d s ha rply in  fa vor of wa te r
re cycling. Re gions  a cros s  the  globe  a re  vigorous ly cha nging the ir wa te r policy, a nd
emplacing billions of dolla rs  in infrastructure  to achieve  water savings up to 50% .

The  introduction of wa te r re us e  provide s  s ubs ta ntia l be ne fits  in the  a rid s outhwe s te rn
Unite d S ta te s . The  pre s sure s  of drought, growth a nd a quife r ove rdra ft a re  conspiring to
limit the  ava ilability of wa te r re sources  in the  a rea , S ignificantly, these  impacts  can have  a
dra ma tic impa ct on the  qua lity of life  in Arizona . Conse que ntly, it is  in the  public inte re s t
to  m a xim iz e  th e  a v a ila b ility o f a lte rn a tiv e  wa te r re s o u rc e s ,  a n d  to  m in im iz e  th e
consumption of limite d groundwa te r a nd surfa ce  wa te r re source s . It is  the re fore  critica l
tha t wa te r re cyc ling form  a  pilla r of wa te r policy in  Arizona . P olicy in  Arizona  la gs
surpris ingly be hind othe r a re a s . The  e me rging re a litie s  of popula tion growth a nd wa te r
sca rcity ha ve  a lre a dy impa cte d the  re gion's  future . Fa iling to a ct now will a cce le ra te  tha t
impa ct.

Arizona  is  now a t a  cros s roa ds  - its  growth is  ince s s a nt a nd his toric, its  wa te r s upplie s
diminished by 13 years of drought, its  CAP water system has been dirice  proven to be  over-
a lloca ted - the  time  for decisive , progressive  action is  now.

By making the  sa fe s t and be s t use  of re cla imed wa te r, the  demand for expens ive  surface
wate r and the  requis ite  substantia l drinking wa te r trea tment will be  grea tly reduced, saving
up front capita l and acquisition costs  and forever reducing opera ting and trea tment costs  for
Arizona  re s ide nts  - a ll while  e nsuring tha t the  S ta te 's  wa te r re source s  a re  use d for the ir
highest and best use .

It is  wide ly a cce pte d tha t a  culture  of cons e rva tion is  in  the  public  inte re s t,  a nd tha t
utilizing le ss  wa te r pe r ca pita  is  a lso in the  public inte re s t. It is  inte re s ting to note  tha t the
very capita l intensive  advanced wate r recycling model provides long te rm ra te  protection to
ra te pa ye rs  .- a nothe r ke y e le me nt of sound wa te r policy. The  only re ma ining que s tion is
whe the r the  S ta te 's  le a de rs  will a c t now to  p ro te c t the  pub lic  in te re s t fo r the  ne xt
genera tions of Arizonans.
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APPENDIX A ... CUMPENDIUM OF UTILITIES
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APPENDIX B -- DETERMINATION GF ENVIRONMENTAL IMPACT
RECHARGE VERSUS REUSE

In orde r to a sse ss  the  re la tive  me rits  of re cha rge  ve rsus  re -use  on the  e nvironme nt, in
pa rticula r the  unde rlying aquife r, a  mode l has  been deve loped to represent the  following
conditions

Wate r-only
Unde r this  sce na rio, it is  a s sume d tha t a  non-inte gra te d wa te r-only solution
has been deployed. There  are  no water demand reductions and hence  a ll water
for a ll uses must be  trea ted from the  aquifer

Recharge  of Recla imed Wafer
Th is  s c e n a rio  a s s u m e s  th a t a ll re c la im e d  wa te r tre a te d  fro m  a  wa te r
re cla ma tion fa cility is  dire ctly re cha rge d to the  a quife r via  va moose  zone  or
AS R we lls . No wa te r is  re -used in this  scena rio

Bas ic Re-Use of Recycled Water
This  s ce na rio provide s  re cycle d wa te r for common a re a  irriga tion. Exce s s
recycled water is recharged to the aquifer by vamoose zone or ASR wells

Advanced Re-Use of Recycled Water
Unde r th is  c a s e ,  re c yc le d  wa te r is  de p loye d  fo r u s e  a s  flu s h  wa te r in
re s identia l toile ts , for use  in re s identia l irriga tion, and for the  uses  included in
the  Ba s ic Re -Use  sce na rio. S hortfa lls  of this  non-pota ble  s ource  to me e t
demand are  made up with untreated surface water

The  model eva lua tes the  impact of the  above  scenarios on tota l dissolved solids (TDS) in
the  aquife r and the  impact on the  overa ll ava ilable  volume of the  aquife r. This  ana lysis  is
based on mass ba lance  and volumetric considera tions. The  output of the  model is  te rmed
the  Impa ct Fa ctor, which re pre s e nts  the  s um of the  a bs olute  va lue s  of the  TDS  a nd
volume impacts . The  model is  run in a  time  sequence  of EDU-days.

The  mode l employs volumetric consumptions de rived from empirica l da ta  collected from
Globa l Wa te r's  S a nta  Cruz Wa te r Com pa ny s ys te m  loca te d in Ma ricopa , As . This
system is  presently opera ting in the  "Basic Re-Use" mode

Model Architecture

The  mode l a rchite cture  is  for the  four sce na rios  is  shown in the  a ccompa nying figure s
The  control volume for the  model is  depicted be low

The impact experienced over 1 EDU-day is equal to the effect of one EDU operating for one day. 1000
EDU-days is equivalent to one EDU operating for 1000 days, or 1000 EDUs operating for 1 day
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Incidental Recharge
Volume = 4% of Outside Use
TDS = Xww

Re-Use
Volume = Qreuse
TDS = Xww

Consumption
Evaporation

Direct Recharge
Volume = Qww - Qreuse
TDS=Xww=Xa+300 Withdrawal

Volume = Quse - Qreuse
TDS = Xo

AQUIFER
Volume :
TDS = X

514

Model Results

The model  shows tha t  the  water  resources  management  p lan  tha t  has  the  l eas t  impact  on
a q u i f e r  w a t e r  l e v e l s  a n d  T D S  i s  t h a t  o f  a d v a n c e d  r e - u s e . T h i s  c a n  b e  e x p l a i n e d
s i mp l i s t i ca l l y by e xa mi n i ng t he  i mpa ct  of  r e cha r ge  ve r s us  r e -us e .  Unde r  t he  r e cha r ge
model ,  the  volume removed from the aqui fer  i s  larger  than under  the  re-use model .  Al l  of
the  water  in  the  recharge  case  i s  consumed or  produced recla imed water  of a  higher  TDS
than the  or igina l  suppl i ed  wate r  ( i n  t he  case  of t he  model ,  300 mg/L h igher ) .  Thi s  h igh
TDS water  is  injected direct ly into the aquifer ,  with the resul tant  increase in aquifer  TDS.

The  var ious  t ot a l  impact s  on  the  wate r  r esources  can  be  combined  to deve lop  an  Impact
Factor .  Thi s  factor  i s  s imply t he  change  i n  pe rcent age  of TDS in  t he  aqui fe r ,  combined
wi th the  absolute  value  of the  reduct ion in  aqui fer  volume.  When plot ted agains t  t ime,  i t
i s  apparent  that  the recharge model  resul ts  in a greater  overal l  impact .  The least  impact  i s
de te rmined to be  tha t  of Advanced Re-Use  where  smal l e r  volumes  a re  removed from the
aqui fer ,  cor respondingly smal le r  volumes  are  recharged,  wi th  the  concomi tant  reduct ion
in mass loading of TDS on the aquifer .

>
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S pecifica lly:

The  volume  of high TDS  wa te r re cha rge d dire ctly to the  a quife r unde r the
Re cha rge  sce na rio is  s ignifica ntly highe r tha n unde r the  Ba s ic or Adva nce d
Re-use  scenarios. This increases the  mass loading on the  aquifer.
The  volume  of wa te r re quire d to be  withdra wn from the  a quife r unde r the
Re cha rge  s ce na rio ve rs us  the  Adva nce d Re -us e  s ce na rio is  s ignifica ntly
highe r. This  e ffective ly removes  low TDS -wa te r from the  aquife r a t a  grea te r
ra te  and replaces it with a  higher TDS water.

Dire c t Im p a c t o n  Aq u ife r TDS

The  following graph shows the  impact of the  four scenarios  on the  TDS concentra tions in
the  Aquife r:

Aquifer TDS Impact _ Reuse vs Recharge
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The  following gra ph shows  the  impa ct of the  four sce na rios  on the  wa te r volume  in the
Aquife rs :

Aquifer Volume lmpacl. Reuse vs Recharge
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2 In the case of Recharge and Basic Re-Use, the aquifer volume impact is the same .- Qnly one line can be
seen on the graph, but he results are coincident.
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Sex steroids

.Human excreta

Domestic sewage

Wastewater treatment plant

.Municipal sludgeWastewater effluent

Agricultural use and
landfill activities

Leaching, dissipater, run-r>tt`

S oil,Ground waterSurface water
and sediment
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APPENDIX C . . .  CONTAMINANTS  OF E ME R G ING  C O NC E R N

The re  is  a  s ignifica nt volume  of work focus e d on conta mina nts  of e me rging conce rn
(CEC), inc luding e ndocrine  dis rupting com pounds  (EDC) a nd pha rm a ce utica ls  a nd
pe rsona l ca re  products  (P P CP ) in municipa l e fflue nts  a nd re cycle d wa te r. While  the
direct hea lth e ffects  of the se  cons tituents  rema ins  unce rta in, the re  is  no doubt tha t they
exis t iii wastewate r.

Environm e nta l EDCs  ha ve  va rying route s  of e xpos ure  de pe nding on the ir inhe re nt
physicochemica l propertie s , a s  we ll a s  exte rna l conditions such as  the ir specific use , and
environmenta l conditions such as tempera ture , -radia tion, and microbia l content.'

Ir
4 ' 11

If

us
;
v

E DC & P P CP  RE DUCTIO N S TRATE G IE S

Wate r reclama tion facilitie s  can be  e ffective  a t achieving some  remova l of these  CECs,
but without s pe cific  ta rge te d tre a tm e nt will like ly not be  ca pa ble  of re m oving l00%.
There  is  some evidence  tha t these  compounds may be  deactiva ted under nonna  irriga tion
uses through a  combina tion of sola r UV and upper soil layer metabolic e ffects .

1 ENDOCRINE DISRUPTURS IN THE ENVIRONMENT (IUPAC Technical Report) Prepared for
publication by J. LINTELMANN, A. KATAYAMA, n. KURHIARA, L. SHORE, AND A. WENZEL)

.1

l

1
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Biological Treatment Proces s es

The  extent of remova l of EDCs in activa ted s ludge  sewage  trea tment has  been reviewed
s tudie d e xte ns ive ly with e m pha s is  give n to the  fa te  of a lkylphe nol polye thoxyla te s
(AP Es) and s te roid e s trogens . While  AP Es such a s  nonylphenol polye thoxyla te s  (roP Es)
could repre sent a  s ignificant fraction (up to 10%) of the  DOC (dissolved organic ca rbon)
e nte ring se wa ge  tre a tme nt pla nts , the se  compounds  a re  succe ss fully e limina te d in a n
activa ted s ludge  environment by biodegrada tion

S o il-Aq u ife r Tre a tm e n t

In a  s tudy a t Lawrence  Livermore  Na tiona l Labora tories , the  impact of the  vamoose  zone
and sa tura ted zone  on a ttenuating EDCs was significant :

NP 4  [4 -nonylphe no l] wa s  no t de te c te d  in  LP G C [La s  P os ita s  G o lf Cours e ]
groundwate r (de tection limit, 11 ng/L) despite  average  concentra tions of 3000 ng/L
in the  irriga tion wa te r (i.e ., LWRP  [Live rmore  Wa te r Re cla ma tion P la nt] te rtia ry-
trea ted e fflue nt).  Ma xim um concentra tions o f  t h e APEO5 [Alkylphe nol
e thoxyla te s ] m e ta bolite s  AP IEC a nd AP ZEC in LP GC groundwa te r we re  from
130- to  360-fo ld  lowe r tha n  in  irriga tion  wa te r.  S ince  hydrologica l m ode ling
indica te s  tha t irriga tion wa te r wa s  dilute d only 33 to 73% with loca l pre cipita tion
in the  aquifer, a ttenuation of these  compounds during transport through the  vamoose
zone  a nd sa tura te d zone  (e ,g., by sorption of the  AP EO me ta bolite s ) mus t ha ve
been ve ry substantia l. High sorptive  a ttenua tion of NP  is  consis tent with labora tory
column studies and modeling conducted for this  project.

As  s im ila r s a ndy pe rform e d in Ge rm a ny found whe n s oils  we re  loa de d with double
de ionise d wa te r, dige s te d s ludge , EDC spike d dige s te d s ludge , or sole ly a  mixe d EDC
solution conta ining 4-nonylphe nol, 4-te rt-octylphe nol (OP ), bisphe nol A, 178-e s tra diol,

Q

2 Endocrine Disrupting Chemicals (EDCs) and Pharmaceuticals and Personal Care Products (PPCPs) in
Reclaimed Water in Australia. Guans-Guo Ying, Rai Kookanal and TD Waite
3 Environmental transport and fate of endocrine disruptors from non-potable reuse of municipal wastewater
B. Hudson, H. Baller, C. M. Bartel, S. Kane, C.Campbell, A. Grayson, N. Liu, S. Burastero, November 16,
2005
4 The hormonal and toxicological properties of NP have resulted in the banning of NPEOs for domestic and
industrial use in many parts of Europe.Ibid.
5 Alkylphenol ethoxylates (APE Os), a class of nonionic surfactants, and their metabolites are the most
prominent group of EDCs identified in wastewater .arid treated wastewater. In particular, nonylphenol
ethoxylates (NPEOs) constitute the largest subgroup of the APE Os (encompassing more than 80% of the
world market). Municipal wastewater treatment (including biological treatment) tends to result in efficient
elimination of the parent APE Os but formation of biologically refractory metabolites including the
following: alkylphenol mono- and diethoxylates, alkylphenol carboxylic acids (e.g., NPIEC and NPZEC,
Figure 1), and 4-nonylphenol (NP). NP is a metabolite and representative of the APEO (and specifically,
NPEO) class of endocrine disruptors that has recently been reported to have a wide distribution in surface
waters and is well documented to be present in effluents of wastewater treatment plants (WWTP) at mg/L
concentrations. Ibid.



soil depths

It wa s  conclude d tha t" "a dsorption to the  soil ma trix a nd/or biode gra da tion pre ve nte d a
direct EDC transport to groundwater

Direct Photolysis

Dire ct e xposure  to sunlight ha s  be e n found to be  e ffe ctive  in EDC de gra da tion in some
instances with a lmost comple te  degrada tion within 100 hours

S UMMAR Y

The  bene ficia l reduction of EDCs in the  soil ma trix means  tha t fewer EDCs and P P CP s
re a ch  the  a quife r unde r d ire c t re -us e  tha n  would  be  found unde r d ire c t re cha rge
Accordingly, it is  a  be tte r m a na ge m e nt s tra te gy to  ke e p CECs  from  the  a quife r by
encouraging the  use  of recycled water as a  continuous loop of non-potable  water, or as an
irriga tion source

Mobility and fate of endocrine disrupting compounds (EDCS) in soil after application of sewage sludge to
agricultural land. Dipl.-Ing. Dirk Vogel, Dr.-Ing. Martin Gearing, Dr.-Ing. Lars Tennhardt, Dr.-Ing
Diethelm Welkin, Prob Dr.-Ing. habit. Bernd Bilitewski

Endocrine Disrupting Chemicals (EDCs) arid Pharmaceuticals and Personal Care Products (PPCPs) in
Reclaimed Water in Australia. Guans~Guo Ying, Rai Kookanal and TD Waite



Residential/Commercial Potable Water
Demand

Wastewater Production (Equates to Inside
Uses of Potable Water)

Outside Uses of Potable Water

Common Area Irrigation Requirements

216

143

73
(34% of Potable Water Demand)

118
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N AP P ENDIX D - BAS ELINE P ARAMETERS

Underlying Regiona l Conditions

Analys is  was  based on die  regiona l planting deve loped and currently be ing implemented
by Globa l Wa te r a nd its  utilitie s  within the  Ma ricopa /Ca s a  Gra nde  Re gion (MCGR) in
P e na l County, Arizona , The  pla nning a re a  re pre s e nte d by the  re gion is  roughly 300
s qua re  mile s  a nd will be  s e rvice d by multiple  fa cilitie s . A fa r re a ching  ne twork of
colle ction and dis tribution pipe line s  will extend throughout. The  region is  on the  fringes
of the  P hoenix me tropolitan a rea  s o deve lopment, for the  mos t pa rt, is  new. Ins ta lla tion
of in fra s truc ture  ha s  a nd  will continue  to  be  comple te d  without the  impe dime nts
traditiona lly encountered in built-up urban a reas .

Globa l Water has  cons tructed, or has  plans  to cons truct, s tandardized facilities  within the
region. Each we ll s ite , wa te r dis tribution cente r, trea tment plant, e tc. is  s imila r in des ign
and functiona lity and is  modified only to accommoda te  conditions  re la ted to a  pa rticula r
loca tion. All pla nning is  re giona l s o pipe line s  a re  s ize d to s e rvice  the  a re a  a t full build
out.

Popula tion Dens ity

A population density of 3.5 Equivalent Development Units (EDU) per acre was used.
That factor applied to a section of land (640 acres) results in 2,240 EDU to be constructed
and serviced.

Consumptive Demands

Consumptive  da ta  from Santa  Cruz Water Company provided an indica tion of tota l wate r
re s ource  de ma nd within the  s e rvice  a re a  a nd its  dis tribution. The  following pa ra me te rs
were  been deve loped based on four years  of opera tion within the  Maricopa /Casa  Grande
Re gion (MCGR):

It s hou ld  be  no te d  tha t the  o rig ina l de ve lopme n t fo r Ra nc ho  E l Dora do  d id  no t
contempla te  the  provis ion of recycled wa te r for s ome  of the  deve lopments  .- a s  a  re s ult,
s ome  of the  deve lopments  in the  te s t a rea  us e  potable  wa te r for irriga tion. S ince  2004,

t
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Globa l has required a ll new deve lopment common a reas to be  irriga ted by recycled wate r
exclusive ly.

O v e ra ll,  S a n ta  C ru z  W a te r C o m p a n y e xh ib its  o n e  o f th e  lo we s t p e r u n it  wa te r
consumptions  in the  s ta te . The  P ota ble  Wa te r P ortion of the  Common Are a  Irriga tion
decreases  a s  a  function of EDU's  ove r time  because  this  mode  of ope ra tion is  no longe r
supported in the  MCGR.

Ava ilabilitv of Recycled Wate r

Empirica l da ta  de rive d from tre a tme nt ope ra tions  in the  Ma ricopa /Ca sa  Gra nde  Re gion
(from P a lo Ve rde  Utilitie s  Compa ny) indica te s  wa s te wa te r flow a ve ra ge s 143 g a llo n s
p e r EDU p e r day. This  quantity converts  to 0.160 ac-ft/EDU/yea r and, once  trea ted, can
be  distributed as A+ Recla imed Water throughout the  region.

Ca pita l Expe nditure s  & AIAC

Unit cos ts  for ca pita l e xpe nditure  ite ms  we re  de rive d from s ta nda rd indus try norms a nd
from a ctua l proje ct cos ts . Cos ts  a re  ba s e d on a  Globa l-typica l fa cility or ins ta lla tion
s imila r to infra s tructure  de s igne d a nd cons tructe d within the  Ma ricopa /Ca s a  Gra nde
Region, The  following cost ca tegories  have  been included:

P e rmitting Cos ts  - Front e nd pe rmitting a ctivitie s  s uch a s  208, CC&N,
APP , AZP DES , US F, AWS , a nd CUP . It include s  cos ts  for hydrologic
studies , we ll te s ting, e tc. For purposes of this  ana lysis  it is  anticipa ted tha t
roughly $1,000,000 of cos t will be  e xpe nde d in de ve loping a nd obta ining
the  necessa ry pennie s  for a  region. The  s ize  of the  region will va ry but, in
this  a na lys is , the  re gion is  se t a t te n se ctions . Roughly 20,000 EDU's  will
be  de ve lope d in the  te n se ctions . $1,000,000/20,000 EDU's  ca lcula te s  to
$50 pe r EDU.

Groundwa te r Rights  Acquis ition - Acquire me nt of wa te r rights  from the
ma rke t to support a  pe rpe tua l supply. Globa l Wa te r curre ntly works  with
de ve lope rs  to obta in a ssocia te d groundwa te r rights  a t no e xpe nse  to the
Utility. For purpose s  of this  a na lys is , a cquis ition cos ts  a re  se t a t $0 p e r
E DU.

We ll S ite s  - Conve rs ion of e xis ting a gricultura l we lls  to dom e s tic  us e
facilitie s  including new casings, sea ls , equipment, and e lectrica l upgrades.
Include s  ra w wa te r pipe line s  to de live r we ll wa te r to wa te r dis tribution
centers. Unit cos t is  ba s e d on cos ts  a s s oc ia te d  with  a  s ta nda rd we ll
conve rs ion in MCGR, a long with an e s tima te  for pipe line  ins ta lla tion (one
mile  for purposes  of this  ana lys is) to convey we ll wa te r from the  Well S ite
to a  Wate r Dis tribution Cente r (WDC).



Standard
Well Site

$500,000 2,000 1,000 1 .440 0.35

Pipeline $250,000

Total $750,000 1 .440 $0.52

Colorado-Big
Thompson

Northe r
Colorado

$10,554 $5,000 190%

Truckee River Reno, Nevada $27,867 $3,500 696%
Middle  R io Gra nde Albuquerque,

New Mexico
$7,500 $4,000 88%

Maricopa Groves
WTF

$15,000,000
(Budget)

2.5 $6.00

\

'>

S urfa ce  Wa te r Rights  Acquis ition - Acquis ition of wa te r rights  from the
marke t to support a  pe rpe tua l supply. From the  Wate r S tra tegis t, J anua ry
2007, a  sna pshot of re ce nt surfa ce  wa te r tra nsa ctions  in the  southwe s te r
United S ta tes  revea led the  following:

>
It mus t be  note d tha t wa te r ma rke ts  a re  s till in the ir infa ncy a nd la ck a ny
ce ntra lize d e xcha nge . The  va lue  of wa te r is  de pe nde nt on a  numbe r of
factors  including re liability of the  unde rlying wa te r right, quantity, qua lity,
us e s , a nd a va ila bility of com pe ting s ource s  of s upply. with the  future
wa te r ma rke t in Arizona  fille d with unce rta inty, a n a cquis ition price  wa s
set at $11,000 p er acre -fo o t for purposes of this  ana lysis .

Surface  Water Trea tment - Design, pe rmitting, and construction of surface
wa te r tre a tm e nt fa c ilitie s  inc lud ing  a ll c iv il,  s truc tura l,  m e cha nica l,
proce s s  e quipm e nt, a nd e le c trica l com pone nts . S a n ta  Cruz  Wa te r
Company has  designed and pe rmitted a  surface  wa te r trea tment facility in
MCG R.

• Arse nic Tre a tme nt - De s ign, pe nnitting, a nd cons truction of fa cilitie s  to
re move  a rse nic. Inc lude s  a ll c iv il,  s truc tura l,  m e cha nica l,  p roce s s
e quipme nt, a nd e le ctrica l compone nts . Va le nc ia  Wa te r Com pa ny (a
Globa l Wa te r compa ny loca te d in Bucke ye , Arizona ) is  cons tructing a
re giona l a rse nic tre a tme nt fa cility a nd unit cos ts  a re  ba se d on budge t for
tha t proje ct divide d by a ve ra ge  da ily tre a tme nt ca pa city pe rmitte d a t the



S onoran
Vis ta
WDC

$2,000,000
(Budget)

3,500 1 0 2 9 1.482 $1.35

"5£§ r .S3='\

Ra nc ho
Mira ge
W DC

$5,8000,000
(Budget)

6,500 1 912 2.753 $2.11

Terrazo
WDC

$6,000,000
(Budget)

8,000 2,358 3.388 $1.77

)
.3

I facility. In this  case  trea tment capacity is  equa l to the  facility's  des igna ted
peak hour flow (to accommoda te  tire  flow).

W a te r Dis tribu tion  (S to ra ge  & P um ping) -- De s ign ,  pe rm itting ,  a nd
cons truction of tre a te d wa te r s tora ge  re se rvoirs  a nd dis tribution pumping
sta tions. Inc lude s  a ll c iv il,  s truc tu ra l,  m e c ha n ic a l,  a nd  e le c tric a l
compone nts . Unit cos t is  ba se d on the  curre nt budge t to de s ign, pe rmit,
a nd cons truct two Wa te r Dis tribution Ce nte rs  (WDC's ) curre ntly be ing
comple te d in the  MCGR divide  by the  WDC's  a ve ra ge  da ily flow. In this
case  da ily capacity is  equa l to the  facilitie s ' des igna ted peak hour flow (to
accormnoda te  fire  flow).

>

• Wate r Backbone  P ipe line  - Wa te r transmiss ion ma ins  typica lly 12" to 16"
in  d ia m e te r ins ta lle d  be twe e n  the  wa te r d is tribu tion  ce n te r a nd  the
de ve lopme nt. Within the  MCGR, ba ckbone  pipe line s  a re  ins ta lle d a long
se ction line s . At bu ild-out,  two m ile s  of p ipe line  will be  ins ta lle d  to
se rvice  e a ch se ction of la nd. In de te rmining a n a ppropria te  va lue , $100
pe r linea r foot was  used for wa te r backbone . $100 pe r linea r foot x 5,280
fee t per mile  x 2 miles of pipe line  per section tota ls  $1,056,000 per section
of la nd. Assuming 2,240 EDU's  pe r se ction, cos t ca lcula te s  to $471 pe r
EDU. This  va lue  wa s  modifie d to $500 p e r E DU.

Onsite  Wa te r P ipe line s  - Wa te r tra nsmiss ion pipe line s  ins ta lle d from the
point of conne ction with the  Wa te r Ba ckbone  P ipe line  to the  EDU's  a nd
includes  the  cos t of a  me te r. Typica lly ins ta lled by the  deve lope r. Cost of
cons truction e sca la te d quickly during the  pe riod e xte nding ove r 2003 to
2006 but, beginning in 2006, prices began to fla tten and even decreased in
some  ins ta nce s . Th e  fo llo win g  c h a rt  illu s tra te s  in -p a rc e l wa te r
infrastructure  cost for deve lopments  in the  MCGR.

I
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A va lue  of $1,400 pe r EDU wa s  use d for pipe line s , va lve s  a nd se rvice s .
An additiona l $400 per EDU was added to account for the  cost of a  mete r.
Tota l ca lcula tes to $1,800 p e r EDU.

u
/

Onsite  Wa s te wa te r P ipe line  .- Wa s te wa te r colle ction pipe line s  ins ta lle d
from the  EDU's  to the  point of connection with the  Wastewa te r Backbone
P ipe line . Typica lly ins ta lle d  by the  de ve lope r.  Cos t of cons truc tion
e s ca la te d quickly during the  pe riod e xte nding ove r 2003 to 2006 but,
be ginning in 2006, price s  be ga n to fla tte n a nd e ve n de cre a se d in some
instances. The following cha rt illus tra te s in-pa rce l wastewater
infrastructure  cost for deve lopments  in the  MCGR.



Campus  No. 2
.- P has e 1
(e xc lud ing
He a dworks )

1 $10,318,945
(Budget)

$10,318,945

Campus  No. 1
.- P has e 2
E xpa ns ion

+2 $11,303,675 $11,303,675

Campus  No. 2
He a dworks

6 $1,587,000
(Budget)

$1,126,070

Ca mpus  No. 1
Influe nt P ump
S ta tion

12 $2,007,000 $1,229,750

T O T AL 3 $233978,440 $7.99

' w

s For purpos e s  of a na lys is , a  va lue  of $1,400 pe r EDU wa s  us e d for in-
parce l wastewate r infrastructure .

• W a s te wa te r Ba c kbone  P ipe line  -- W a s te wa te r c o lle c tion  p ipe line s
typica lly 18" to 48" in diamete r insta lled be tween the  deve lopment and the
wa te r re cla ma tion ce nte r. Within the  MCGR, ba ckbone  pipe line s  a re
ins ta lle d a long s e ction line s . At build-out, two mile s  of pipe line  will be
ins ta lle d to s e rvice  e a ch se ction of la nd. In de te rmining a n a ppropria te
va lue , $150 pe r line a r foot wa s  use d for wa s te wa te r ba ckbone . $150 pe r
line a r foot x 5,280 fe e t pe r mile  x 2 mile s  of pipe line  pe r s e ction tota ls
$1,584,000 pe r se ction of la nd. Assuming 2,240 EDU's  pe r se ction, cos t
ca lcula te s  to $707 pe r EDU. This  va lue  was modified to $750 p e r EDU.

Wate r Reclama tion -. Trea tment - Design, pe rmitting, and construction of
wa te r re cla m a tion fa cilitie s  including a ll c ivil,  s tructura l,  m e cha nica l,
process  equipment, and e lectrica l components . Include s  influe nt pump
sta tion and post trea tment storage  and pumping (to discharge , reuse , e tc.).
Unit cos t for a na lys is  wa s  de ve lope d us ing a ctua l a nd e s tima te d cos ts  of
curre nt tre a tme nt infra s tructure  in MCGR a djus te d to re fle ct a  3 MGD
fa cility.

• Re cycle d Wa te r Ba ckbone  P ipe line s  - P ipe line s  typica lly 12" to 24" in
dia me te r ins ta lle d be twe e n the  wa te r re cla ma tion ce nte r a nd re cycle d
wate r re tention s tructures  (lakes) within the  deve lopment. These  pipe lines
run pa ra lle l with wa s te wa te r line s  in MCGR. At build-out, two mile s  of
pipe line  will be  ins ta lle d to s ervice e a ch s e ction of la nd. In de te nnining
a n a ppropria te  va lue , $100 pe r line a r foot wa s  use d for re cycle d wa te r
backbone . $100 pe r linea r foot x 5,280 fee t pe r mile  x 2 mile s  of pipe line
pe r section tota ls  $1,056,000 pe r section of land. Assuming 2,240 EDU's
pe r section, cos t ca lcula te s  to $471 pe r EDU. This  va lue  was  modified to
$500 p e r EDU.

4
¢



Rancho
Mirage

C

$5,8000,000
(Budget)

6,500 3,250 4.680 $1.24

Terrazo
W DC

$6,000,000
(Budget)

8,000 4,000 5.760 $1.04

> 5

Re cla ime d Wa te r S tora ge  & P re s s uriza tion .-- De s ign, pe rmitting, a nd
constriction of recycled wa te r s torage  re se rvoirs  and dis tribution pumping
sta tions. Inc lude s  a ll c iv il,  s truc tu ra l,  m e c ha n ic a l,  a nd  e le c tric a l
compone nts . Although not ide ntica l to pota ble  Wa te r Dis tribution Ce nte r
(WDC), hiNt cos t is  ba s e d on the  curre nt budge t to de s ign, pe nni, a nd
cons truct two WDC's  curre ntly be ing comple te d in the  MCGR divide d by
the  WDC's  a ve ra ge  da ily flow. In this  ca se , be ca use  the  re cla ime d wa te r
dis tribution ce nte r will not a ccommoda te  fire  flow, da ily ca pa city is  e qua l
to the  facilitie s ' de s igna ted maximum da ily flow.

•

\

Onsite Re cycle d Wate r P ipe lines - Pressurized re cycle d wate r
tra ns m is s ion pipe line s  ins ta lle d  from  the  re c la im e d wa te r s tora ge  &
pre s suriza tion fa cilitie s  to the  EDU's . Ins ta lle d by the  de ve lope r during
cons truction of ons ite  infra s tructure . F or pu rpos e  o f th is  a na lys is ,
ins ta lla tion of ons ite  re cycle d pipe line s  is  a nticipa te d to ma ke  use  of a
trench common to the  wastewa te r pipe line . It is  e s tima ted tha t 80% of the

.c os t c ove rs  m a te ria ls  a nd  m is c e lla ne ous  la bor to  in s ta ll wh ile  the
remaining 20% covers  trenching. Because  recycled wa te r piping is  s imila r
to pota ble  wa te r piping, $1,400 pe r EDU is  use d a s  a  ba se  (de te rmine d
a bove  for ons ite  pota ble  pipe line s ) a nd is  multiplie d by 80%, e qua ling
$1,120 pe r EDU. Because  the  recycled wa te r pipe lines  will dis tribute  le ss
capacity than the  potable  pipe lines , they will be  of a  sma lle r diamete r and
the  va lue  ha s  be e n de cre a se d s lightly to $1,100 pe r EDU. An a dditiona l
$400 pe r EDU wa s  a dde d  to a ccount for the  cos t of a  m e te r. Tota l
ca lcula tes to $1,500 p e r EDU.

Operations ac Maintenance

Unit cos ts  for ope ra tions  & ma intenance  were  de rived from industry nouns  or a re  ba sed
on va lue s  ca lcula te d from the  S a nta  Cruz Wa te r Compa ny a nd P a lo Ve rde  Utilitie s
Company financia l sta tements. The  following ca tegories have  been included:

Well S ites .-. All rents , utility payments (power), labor, supplies, taxes, and
misce llaneous  expenses . Includes  monitoring and compliance  (sampling,
testing, and labora tory work) .



$413,453 1,690,346 $0.24

Power Consumption $64,987 $0.07

Che mic a l Cos t $290,776 $0.32

Othe r Cos t (Dis pos a l,
Module  Re pla c e me nt, E tc .)

$60,311 $0.07

La bor,  Ma in te na nc e
Ma te ria ls , a nd Te s ting

$100,000 $0.11

MS IDD W he e ling  C ha rge $0.13

Tota l $0.70

$1,229,387 1,286,414 $0.96

Surface  Wate r Trea tment .-- All rents , utility payments  (power), taxes, and
misce llaneous  expenses . Labor and supplie s  for oil changes , lubrica tions ,
and replacement of consumable  components  (be lts , a ir filte rs , media , e tc).
Includes mechanica l and e lectrica l repa irs , outside  renta ls  (cranes, pumps,
e tc ) a nd procure m e nt of che m ica ls . Als o  inc lude s  m onito ring  a nd
complia nce  (s a mpling, te s ting, a nd la bora tory work). Budge t O&M cos t
were  deve loped for the  Maricopa  Groves  2.5 MGD Facility.

>
Arse nic Tre a tme nt - A11 re nts , utility pa yme nts  (powe r), la bor, supplie s ,
taxes , acid misce llaneous  expenses . Includes  monitoring and compliance
(s a m pling ,  te s ting ,  a nd  la bora tory work). De p e n d in g  o n  s iz e  a n d
technology, O&M cost a ssocia ted with Arsenic trea tment within a  regiona l
sys tem range  from $0.50 to $2.00 pe r 1,000 ga llons  of trea ted wa te r. For
this  ana lysis  a  va lue  of $1.50 per 1,000 Gallons was used.

• Wa te r Dis tribution (S tora ge  & P umping) -.- A11 re nts , utility pa yme nts
(powe r), la bor, s upplie s , ta xe s , a nd mis ce lla ne ous  e xpe ns e s . Include s
monitoring and compliance  (sampling, te s ting, and labora tory work).

• Wa te r Ba ckbone  P ipe line  - Va lve  a nd hydra nt progra ms. Ma inte na nce  of
P RV's . S ys te m flushing a s  re quire d.
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2006 0&M Expenses
Apperfioned* to Cat pry

Quantity Pumped
(x 1,000 Gallons)

Co s t  p e r  1,000 Ga llo n s

$122,117 1,286,414 $0.09

1351; 44 9$0.10

2.06 O&M Expensesj
Apportioned to Category 1*

Quanti§yPwnnped
(x1,000 Gallons)

Cost per 1,008 Gallons

$122,117 1,286,414 880,09
'X

'U S E
¢

4

I
$0.18

2006 O8zM Expenses Ne
Appurtivned to Category

'41
, 4~ x

Qw;nti§y§0ll§ctecL
(x L000 Gallons)

Cost per 1,080 Gallons
6'

$38,096 447,979 $0.09
\ US E e1 I $0.10

r

2006.0&B§ Expenses
Apportioned to Cat 0

K- . *Quantity Collected
(x 1,000 Gallons)

Cqétper 1,000_GaIloi1§
"** - ,,;*

$38,096 447,979 $0.09
*

3= USE
1

4
41- t=*1

rcr*

*
Q

.r

4 4

*F
}$0384 >:

»* 4*20060&.IM Expcgégjt.
Apportioned& to Caiteg '

i
*'L x
2* Q1ihnti¢3r.Trea(ed

i W (x 1,000 .Ga116ns)
Co s t  p e r  1,000 Ga llo n s

~f

$1,949,554 447,979 $4.35
¢

an

x - */,

4
~v~USE .4 gK

of*

et
.°\*:*~*;_*"§ $4.35.

Ons ite  Wa te r P ipe line s Va lve  a n d  h yd ra n t p ro g ra m s .  Ma in te n a n c e  o f
P RV's .  S ys te m  flu s h ing  a s  re qu ire d

Ons ite  Wa s te wa te r P ipe line  .- Flus hing a nd c le a ning of colle c tion s ys te m

• Wa s te wa te r Ba c kb o n e  P ip e lin e
s ys te m

Flus hing a nd c le a ning of colle c tion

Wa te r Re c la m a tio n  (Tre a tm e n t) - All re n ts ,  u tility p a ym e n ts  (wa te r a n d
powe r), ta xe s , a nd  mis ce lla ne ous  e xpe ns e s . All la b o r a n d  s u p p lie s  fo r
c le a nings , o il cha nge s , lubrica tions , re pla ce me nt o f cons uma ble
c o m p o n e n ts  (b e lts ,  a ir filte rs ,  m e d ia ,  e tc ). In c lu d e s  m e c h a n ic a l a n d
e le c trica l re pa irs , outs ide  re nta ls  (cra ne s , pumps , e tc), s ludge  ha uling, a nd
p ro c u re m e n t o f c h e m ic a ls . Als o  in c lu d e s  m o n ito rin g  a n d  c o m p lia n c e
(s a mpling , te s ting , a nd la bora tory work)

Re cyc le d  Wa te r Ba ckbone  P ipe line s  .--.  Va lve  p rogra m. Ma in te n a n c e  o f
P R V's . S in c e  th e  re c yc le d  p ip e lin e s  a re  s im ila r to  th e  p o ta b le  wa te r
p ipe line s ,  a  s im ila r O&M un it c os t o f $0.10 p e r 1 ,000 Ga llo n s is  us e d

Re c la im e d  Wa te r S to ra g e  & P re s s u riza tio n  - All re n ts ,  u tility p a ym e n ts
(p o we r),  la b o r,  s u p p lie s ,  ta xe s ,  a n d  m is c e lla n e o u s  e xp e n s e s .  In c lu d e s
mon ito ring  a nd  c omplia nc e  (s a mpling , te s ting , a nd  la bo ra to ry work).  Fo r
purpos e  of th is  a na lys is  it is  a n tic ipa te d  tha t a n  e conomics  of s ca le  will be



Utilities $90,952 $90,952

Supplies $93,328 $93,328

Labor $915,877 $302,239

Other $129,230 $129,230

Tota l $1,229,387 $615,749 1,286,414 $0.48

3

re cognize d within the  la bor compone nt of 0&M e xpe nse s . With a  support
s tructure  in place  to ope ra te  and ma inta in wa te r and wastewa te r sys tems,
the  a dd ition  of a  th ird ,  re cyc le d  wa te r,  s ys te m  ca n  be  fa c ilita te d  by
e xpa nd ing  the  la bo r fo rc e  inc re m e n ta lly. The  inc re m e n ta l la bo r
com pone nt of re cyc le d wa te r O&IvI is  e s tim a te d a t 33% of the  va lue
ca lcula ted for potable  wa te r.

• Ons ite  Re cyc le d Wa te r P ipe line s  - Va lve  progra m . Ma inte na nce  of
P RV's .  S ince  the  re cyc le d  p ipe line s  a re  s im ila r to  the  pota ble  wa te r
pipe line s , a  s imila r O&M unit cos t o f$0.10 p e r 1,000 Ga llons  is  use d.

E
2'

Financial Parameters

Re le va nt fina ncia l pa ra m e te rs  we re  a s s igne d for purpos e s  of this  a na lys is  (ca pita l
structure , profit & loss expecta tions, e tc) .

Table  of Values

The  following table  indica tes the  parameter va lues entered into the  model for ana lysis .
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Secretary of the Interior Gale Norton has made

Water 2025 a key focus for the Department of

the Interior because water truly is the "lifeblood"

of the American West. Water 2025 is based

on the reality that the economic, social, and

environmental health of the West is important

to the people of this nation. Water 2025 is also

based on the reality that the demanalsfor water

in many basins of the West exceed the available

supply even in normal years,

Preventing Crises and Conflict in the West
Water 2025

American River, CA

When combined with the fact that the West is

home to some of the fastest growing communities

in the nation, these realities guarantee that water

supply crises will become more frequent if we do

not act now. In the past century water crises were

intense but typically occurred in drought years,

they only affected resources and economies of

local and regional importance. Now, noweven #we do

not act soon, water supply-related crises will affect

economies and resources of national and international

importance.

the initiative as an approach that will unite, not divide,

very divergent interests

Water 2025 was "road-tested" by the 3000 people who

attended the ten meetings held throughout the West in

the summer of 2003. The bottom line is that while there

was a significant debate over what should or should not

be added to Water 2025,almost all participants endorsed

This report provides a summary of the achievements of

the Water 2025 program since the time it was initiated,

in the spring of 2003. Additionally, this report provides

an overview of the framework and objectives of the

Water 2025 program, summarized in the following Six

Principles, Five Realities and Four Key Tools. Updates

to this report will be provided on an annual basis.
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Water 2025
Preventing Crises and Conflict in the West

Water 2025 sets forth a framework to focus on meeting water supply
challenges in the future. This framework includes:

Six Principles to guide Interior in addressing water problems.
Five Realities that drive water crises.
Four Key Tools to help proactively manage scarce water resources.

Water 2025 is based on principles that must be recognized if we are to
minimize or avoid water supply related crises.

Water 2025 Principles

1. Recognize and respect state, tribal, andfederal water rights, contracts, and interstate
compacts or decrees of the United States Supreme Court that allocate the right to use water.

2. Maintain and modernize existing water facilities so they will continue to provide water

andover :

3. Enhance water conservation, use efficiency, and resource monitoring to allow existing water
supplies to be used more e]j"ecrive&

4.

5.

Use collaborative approaches and market based strangers to minimize conflicts.

Improve water treatment technology such as desalination, to help increase water supp

6. Existing water supply infrastructure can provide additional benq9tsfor existing and emerging
needs for water.

Water 2025 is based on realities that will shape, if not control, policy level
water supply decisions over the next 25 years.

Water 2025 Realities

1.

2.

Explosive population growth in areas of the West where water is already scarce.

Water shortages occur frequently in the West.

3. Over-allocated watersheds can cause crisis and conflict.

4.

5.

Water facilities are aging.

Crisis management is not ejective in dealing with water conflicts.
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The "Potential Water Supply Crises by 2025," commonly known as the Hot Spot Illustration,

was used to begin a dialogue with the States and others in the West on the water supply crises

that many areas in the West will likely face in the future. Reclamation looked at data such as

hydrologic conditions, weather patters, endangered species locations, and population growth

trends, and then identified where they appeared to converge. These areas became identified as

the 'hot spots' in the West.
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Water 2025 proposes not rhetoric, but pragmatic, reality-based tools that have
been tested in the crucible of the real world.

Water 2025 Tools

1. Conservation, Ef f iciency, and Markets The increased use of simple tools like
water measurement structures, automated control structures, and computer-based system
monitoring can allow water users either to stretch their water supplies further or to make
part of their supplies available on a willing seller-willing buyer basisfor otherwise unmet
demands. Explosive population growth and the emergence of the demander waterford
environmental restoration and attainment of the goals of the Endangered Species Act will
typically define the extent and severity of water supply-related conflicts. The experience of
the Namath basin in 200] provides an example of the consequences of attempting to use
regulatory mechanisms to reallocate waterfront existing uses to emerging needs.
The value of market-based approaches as an alternative is proven by the success of CalFed
the new Namath water bank, the operation of the Central Valley Project in California,

the Ag-to-urban transfers in Southern California, and the 50 year-old water market in
Northern Colorado.

2. When it comes to wateiq people, farms, and the environment all need
certainly in order to plan for and meet long-term objectives. Endless litigation rarely, Yfeven

achieves this goal.

Collaboration

3. Technology In some areas, demands on limited surface water supplies can be reduced
through the development of alternative water supplies. A range of alternative water
supply technologies exists, including desalination and advanced water treatment. While
these technologies are important, Interior has chosen tofocus on seawater and brackish
groundwater desalination because other agencies have a more important role and greater
expertise in the development and implementation of the other technologies. In addition,
brackish water desalination may provide cost-effective alternatives throughout the West to
develop rural drinking water systems by Interior

4. Remove Institutional Barriers and Increase Interagency Cooperation In some

instances, westernwater that might otherwise be available is unavailable due to existing
policy or legal constraints. Analysis of institutionai barriers may determine whether agency
policy revisions or legislative changes might alleviate some impediments toward resolving
water eonfliets. Cooperation am ong federai agencies can helpfocusfederal dollars and
resources to better manage supplies in water short areas.



Testing Water 2025
The Denver Water 2025 Conference

In her opening remarks at the conference on June 6,

2003, Secretary Norton outlined the purpose of Wafer

2025 as a process aimed at expanding the dialog on ways

to prevent the chronic water supply problems facing

many communities in the coming decades.

The Denver conference was the first of ten consulting

sessions in Western cities aimed at widening the

discussion on ways to prevent the chronic water supply

problems facing many communities in the coming

decades. it brought together approximately three-

hundred people, including leaders in water management

and policy representing diverse interests and

backgrounds, including government, agriculture, tribes,

environmental organizations, and legal experts.

"Because of ehronie water supply problems
and persistent drought that has

plagued the West, federalfinancial
and technical resources are being

concentrated in key Western watersheds. "

Mark Rey
Under Secremryfor Natural
Resources and Environment
USDA

Water2025Remarks .-6/6/03

participating in panels included Karl Dreher, Idaho

Department of Water Resources, who represented the

Western States Water Council, Greg Walcher, Colorado

Department of Natural Resources, Ron Gastelum,

Metropolitan Water District, Chips Barry, Denver Water

Board, and Rita Maguire, Arizona Center for Public

Policy.

Many top government officials participated in the

conference, including Colorado Governor Bill Owens;

USDA Undersecretary for Natural Resources and the

Environment Mark Rey; Interior Assistant Secretary

Bennett Raley, Bureau of Reclamation Commissioner

John Keys; and New Mexico Attorney General Patricia

Madrid.

A broad range of topics was presented by the panelists,

addressing state and local perspectives, approaches

to resolving conflict, and getting beyond crisis

management.

After the opening remarks, representatives of key

interest groups took part in discussion panels that

covered a wide range of topics and issues. Those
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Discussions on finding approaches to resolving conflict

brought in Mike Applegate, Norther Colorado Water

Conservancy District, Dan Luecke, Environment and

Water Resources Consultant; Rod Lewis, Gila River

Indian Community, and John Sullivan, National Water

Resources Association.

policies affecting city, agricultural and recreational water

users. They called on efforts that focus on conservation,

water market Flexibility, improving existing reservoirs

and the possibility of building new storage.

Speakers emphasized that government agencies and

water users need to cooperate in evaluating water

The idea behind Water 2025 is to help launch local,

collaborative efforts to stretch existing water supplies

and solve decades-old water conflicts among states,

Indian tribes, farmers and environmental groups.



Not one of the seventeen

Western states is like the

other, however, they all have

something in common .-

rapidly growing economies,

contentious environmental

issues, exploding population

growth, and the reality of a

finite amount of water.

Regional Consulting Conferences
Local Solutions to Local Challenges
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discussions. The consultation

sessions were interactive,

providing a unique

opportunity to hear directly

from citizens who have a

vested interest in Wester

water issues.

Following the Denver

conference, Interior

conducted nine regional

Water 2025 consulting

sessions across the West during July and August 2003,

in an attempt to address conflicting needs in areas where

water resources are already stressed.. These conferences

underscored the message that meeting suture water

challenges in order to sustain the West's quality of life

must begin with local participation.

. A number of themes were

repeated throughout all

, the consulting sessions.

For example, it was

noted that Water 2025

reinforces the idea that

open communication and cooperation among diverse

interest groups is needed to avoid conflict and continuing

litigation in the mostly arid West. Water 2025 was

universally seen as promoting a collaborative process

that can divert special interests from using the courts as

the first alternative to problem solving.

"Those interested in water often have
more in common than 1lwerences . .. "

More than 3,000 people, representing a cross section
of interests, affiliations, and political backgrounds,
attended the sessions, which were held in Phoenix,
Las Vegas, Sacramento, Salt Lake City, Boise, Billings,
Albuquerque, and Austin. The U.S. Geological Survey
hosted the final meeting, a Science and Technological
Workshop, in Denver in November 2003 .

Tom Libby
Chairman, Oklahoma Chapter
of the Sierra Club

Although each location had issues unique to its region,

the overall message was that water is a finite resource

requiring a balanced, local approach to meet the

challenges ahead.

Keeping local decisions at the local level was a

continuing message from participants, who felt that

policy decisio.ns made outside their respective state or

region may not always be appropriate or applicable to

the challenges they face. Water 2025 was welcomed

throughout the West as a process to develop partnerships

that can lead to success in managing a broad range

of water interests including irrigators, municipal and

industrial, environmental, recreation, educational, water

rights, water quality, regulation, scientific research, land

use, and every level of government.

Ea ch s es s ion followed a  s imila r forma t, bringing in

elected officia ls  a nd dis tinguis hed pa nelis ts  who

represented every a spect of wa ter management or use -

fa rmers , ranchers  and other irriga tors , tribes , environ-

menta l interes ts , a nd a ll levels  of government -

to engage pa rticipants  in a  s eries  of open and frank

1
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In Sacramento, it was accepted that effective and

equitable water management in California and nearby

States is a daunting task, but that viable and long-lasting

solutions may be found by matching the task with the

proper tools in Water 2025.

The agricultural community also was very concerned

about the transfer of water away from growing crops to

other municipal or environmental uses, especially on a

permanent basis. Permanent transfers of water rights to

other uses can negatively affect entire communities, both

socially and economically.

"In the past, winning and losing was an option,

but when stakes are so nigh,

winning and losing isn't an option ...

We need to Hy tojiml a friendlier way."

Water 2025 occupies the middle ground in this debate,
focusing on what can be done now to alleviate growing
coniiicts and crises over water rather than on all that
cannot be done, whether because of disagreement of
interested parties or due to institutional barriers to
change.

Ane Deif ie r
GeneralManager
El Dorado Irrigation District

The value of maintaining existing Reclamation storage

projects was an essential point of discussion. Many

participants called for flexible approaches in water

management, conceding that a one-size fits-all approach

will not work on many local levels. Nevertheless,

farmers, ranchers, irrigators, and municipalities

repeatedly raised the need for new water storage to meet

these currently unmet demands.

During the Salt Lake City session, the Bonneville Unit
Pilot Project was cited as an example of a collaborative
approach that worked in Reclamation's Upper Colorado
Region, where conservation, education and improved
technology are important components in stretching
limited water resources.

While overall welcoming

and supportive of the

concepts behind Water

2025, representatives

of the environmental

community consistently

rejected this idea of

new storage, instead

urging conservation

and redirection of water

In arid and drought-ridden New Mexico, population
growth and the threat of water emergencies brought the

call for policy makers
to prioritize the limited
water resources among
coniiicting interests.
The requirements of the
Endangered Species Act
in dealing with silvery
minnow habitat along
the Rio Grande River
were seen as contentious
for all parties in New
Mexico.usage.

This four~gate diversion structure was retrofitted with an automation system
that is solar-powered.
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Boise, Idaho, participants

indicated that adjudication

of water rights would

help prevent problems

such as those faced

in Oregon's Namath

Basin. Completing the

adj indication process and

resolving tribal claims

were seen as essential for

avoiding crisis.

On November 4, 2003, the

U.S. Geological Survey and

the Bureau of Reclamation

hosted the Water 2025 Science

and Technology Workshop,

which brought together

200 participants, including

scientists representing a

variety of water management

agencies, environmental

organizations, and several

universities.

Water 2025's suggestions

for new research and

technologies, particularly

in the area of desalination,

were considered by most

- particularly tribes - to

be positive. Affordable

desalination can provide

potable water in more

remote rural areas. New technologies can make the

process cheaper than trying to move available water long

distances.

Workshop participants voiced

concern about future water

management challenges, but

in general approved of the

process put forth by Water

2025. Using a scientific

approach to address such

issues is considered a central

element when applying practical policy changes and key

to preventing crises and conflict in the future.

A repres enta tive  of the  Chippewa  Cree Tribe  of the

Rocky Boys  Res erva tion in Monta na  indica ted tha t

Tribes  need a  level pla ying fie ld a nd colla bora tion for

wa ter management tha t benefits  a ll. As  the Tribe grows ,

so too does  its  need for wa ter.

Whiie there predictably was not universal agreement

among participants about the details, Water 2025 was

enthusiastically received even by those groups that

normally are bitter opponents in the modern West's

water conflicts. All participants saw the initiative's

proposals as solid first steps in reaching reasonable and

workable compromises in areas where water supplies are

over-allocated or simply not sufficient. The high level

of participation at every meeting, and the large amount

of news media coverage, demonstrate not only the need,

but also the desire for an end to conflict over this most

precious of resources.

In Austin, Texas, the message from irrigation districts,

government agencies, private businesses, and

environmental groups matched the tenor of those miles

away, in that water policy should be focused on supply,

efficient practices, and innovative financing tools.



Water 2025
Broad Media Coverage Outlined the Work Ahead
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"When water crises...threaten your way of life..
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Don't Let Opportunity Wash Away
There is no issue in the West as contentious and divisive
as water. [Water 2025] is an opportunity as valuable as the
water we rely upon Don't let it drift away.

With a drought of historic proportions bearing down on

large portions of the settled West, Water 2025 gained

national, regional and local news coverage that provided

a balanced view of the struggles facing the Department

of the Interior in establishing a meaningful dialogue

among interest groups to find workable solutions for

future water needs in the West.

The Associated Press first reported news about Water

2025 in late February 2003 in a national news piece

nearly three months ahead of Secretary Norton's

official announcement. The AP article, headlined

"Interior secretary working on ways to ease water

conflicts,"reported on the President's FY 2004 budget

rollout.

"I/the West were still sparsely settled,

the severity of the drought would be serious

enough. Now, the drought is bearing down

on an enormous number of people.. .  "

New York Times 6/2/03

Print and broadcast media continued to follow Water

2025 with constructive reporting that offered some

critical observations on the immense task at hand along

with some more positive tones. Coverage continued

from February through November with guest editorials

authored by Secretary Norton and Reclamation

Commissioner John Keys in several newspapers in

the West.

I 4
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"Water 2025 can significantly stretch the

West's water supply and resolve conflicts that

prevent the most efficient use of water...

somehow California must liberate itself

from old water feuds and develop the

calmer tools NortOn has proposed."

During each of the regional consulting conferences

and the Science and Technology Workshop, a press

availability was offered that presented additional

media opportunities. The coverage was widespread and

uniformly positive.

Los Angeles Times6/10/03

The print and broadcas t media  coverage of the Water
2025 initia tive  s ince  Februa ry 2003 wa s  thorough a nd

in-depth. Interior oiiicia ls  and Reclama tion repres s en

na tives  a t loca l and na tiona l offices  responded both in

public forums  a nd editoria l boa rd meetings  for nea rly

nine  months .
Key decision-makers and administrative policy

representatives participated in numerous editorial board

meetings throughout the West.

The media centered on points on both sides of water

management and the proposals brought forth by Water

2025. More than thirty stories appeared throughout the

West, beginningwith a front page story in USA Today on

May 2. Water 2025 proceeded to be a top story in some

locations until the Denver kickoff conference in June.

In the Final analysis, the news coverage has included

well over 100 news stories and editorials nationwide

"The Bush administration will unveil an

initiative next week that would put the

federal government in the lead role in trying

to avert water shortages among some of the

fastest-growing areas in the arid Western States. "

USA Today 05/2/03

Additional stories appeared in The Sacramento Bee,

Albuquerque Journal, Rocky MountainNews,

The Idaho Statesman, Deseret News, Las Vegas Sun,

Omaha World-Herald, Albuquerque Tribune, Fresno

Bee, Salt Lake Tribune, The Los Angeles times and

The New York Ilmes. These papers featured the stories of

threatened water and scarcity, and Interior's promise to

provide leadership.
A Central Arizona Project lined canal
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Water 2025
Feedback
About one-hundred replies to Water 2025 were received

in the form of written correspondence and email

responses. Although the vast majority of reactions were

favorable, there were responses that questioned the

validity of Water 2025.

"TU appreciates Interior 's explicit recognition

of the tremendous opportunity that improving

facilities, efficiency, and operations at the

Bureau of Reclamation projects for

meeting the demands of the growing Western

population, ineludingfor healthier streams

and ecosystems. We agree with several of

the underlying principles of Water 2025."Responses came in from Members of Congress, State

lawmakers, environmental organizations, irrigation

districts, water management associations, and private

citizens. Taken as a whole, the written comments

submitted about Water 2025 were reflective of the

makeup of attendees at the consultation sessions.

Charles E Garvin
President and Chief Executive
Ogicer, Trout Unlimited

Letter: June 2, 2003
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Water 2025
Moving For/ard
The feedback from States, tribes and the public who

attended the consulting conferences or provided input

in other ways presented an opportunity to step back and

examine how Water 2025 can play an important role in

meeting water supply challenges, now and in the future.

Even as answers continue to be sought, Water 2025

will continue to facilitate the dialog needed to help

civic leaders, farmers, conservationists, and citizens

in the areas such as those identified on the "Hot Spot"

illustration [Potential Water Supply Crises by 2025,

May 2003 shown on page 3] on the situation that

their communities are likely to face over future water

supplies.
Lake Mead

Water 2025 is off to a good start with $8.4 million in

FY 2004 for the Western Water Initiative, the initial

step to Water 2025; $19.5 million in FY 2005; and the

President's request of $30 million in FY 2006.

of existing water supplies. Performance measures are

included in each grant in order to gage the success of the

projects. Performance measures include:

Conserved water contributes toward

established or new water markets or banks.
The Challenge Grant Program is focused on achieving

the goals identified in Water 2025, particularly in water

conservation, efficiency and markets, and collaboration.

Emphasis is on projects Mat can be completed within

twenty-four months.

Amount of water conserved, measured,

managed and tracked through new water

measurement/management technologies

versus total water diverted.

».,» Rea s ona blenes s  of cos ts  for the

benefits  ga ined.
Ar

::*. Number of non-Reclamation partners
(e.g. state, city, other federal, or interest

group) involved.

In many cases, implementation and installation of

new water conservation and efficiency improvements

through cooperative partnerships will result in an

increased ability to met otherwise conflicting demands

for water. Where allowed by State and federal law,

implementation and use of water banks and water

markets as mechanisms for preserving irrigated

agriculture, while meeting other existing water supply

needs, will also stretch water supplies in areas facing

water shortages.

.

Demonstrates innovative approach

to water conservation and water

management.

'~ Demonstrates stakeholder involvement

and acceptance, and is likely to result in
reduced conflict through contributions to

collaborative efforts.

Through the Challenge Grant Program, Reclamation

awards grants through a competitive process that

provides incentives for states and local entities who

will create water markets and make more efficient use
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Examples of ways to stretch limited water
supplies through the Water 2025 program
include:

Providing irrigators and other water
users the opportunity to rent, lease
or sell water for agricultural or urban
uses with the water right remaining in
agriculture.

Developing water accounts that can
provide a mechanism for willing
buyers to purchase water from willing
sellers in order to meet important
ecological restoration goals or other
specific goals and objectives that would
avoid or reduce water conflicts.

Taylor Park Dam, CO

This Challenge Grant Program, administered through the
Bureau of Reclamation, sought proposals from irrigation
and water districts to make more efficient use of existing
water supplies through water conservation, efficiency
and water market projects.

Retrofitting and modernizing existing
facilities to improve water management
through the use of new technologies can
conserve additional water. Technology
includes automating control structures
with associated telemetry equipment for
off-site control, and water management
programs such as SCADA (Supervisory
Control and Data Acquisition) to remotely
monitor and operate key river and canal
facilities.

The Bureau of Reclamation received more than
one-hundred proposals representing over $98 million
in water delivery system improvements across the West.
Of that, the federal share requested was more than
$25 million, with the rest made up by matching funds
from non-federal sources such as irrigation and
water districts.

Realizing water savings and corresponding
increases in available water supplies
by lining currently unlined canals or
converting open canals to pipeline.

<
v Installing new measuring devices that

would allow water supplies to be more
accurately measured and accounted will
likely result in more efficient water use.

"This response underscores the significance
of Water 2025 to Western water users and proves

thesuccess of the Challenge Grant concept.
It demonstrates a widespread eagerness to work

collaboratively to improve the way water is
managed across the West and address local needs.

These conservation improvements will
help prevent crises and conflicts overour

limited water resources in the region"

With the s upport of Congres s  in the FY 2004 Budget a nd

in keeping with the  s pirit of he r Cs . S ecre ta ry Norton

des igna ted $4.0 million to the Secreta ry's Water 2025

Cha llenge Grant P rogram in November 2003 .

Gale A. Norton
Secretary of the Interior
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Water 2025 Secretarial Challenge
Grant Projects: FY 2004
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The nineteen projects selected are located in ten states. The total investment for all projects

selected for grants is more than $29 million, which includes the matching contributions of

non-federal partners. These entities will now work with Reclamation to secure a cooperative

agreement and complete the regulatory processes. Groundbreaking on the projects began in

the fall of 2004, and work is expected to be completed in October, 2006, twenty-four months

from the date that the grants were awarded.

wt
91

A complete list of the nineteen projects by state follows.

Dalumi
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Gila Gravity Main Canal Board

In partnership with the City of Yuma and NAD Bank, the

Board will make canal system improvements to conserve

water, restore canal capacity and improve operation efficiency.

Five irrigation districts, the City of Yuma and other domestic

water users will benefit from the project. Improvements

include sealing canals at high seepage points and removing

sediment from the Gila Main Gravity Canal. Additional work

includes installing a Supervisory Control and Data Acquisition

(SCADA) system, a complex system to control a canal system

by providing more precise measurement and remote control

of How rates and water levels. Resulting savings will be about

45,000 acre-feet of water per year, The conserved water will be

available for other Colorado River users. The total project cost

is $2,207,775 with a Water 2025 contribution of $284,000.
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Yuma County Water Users Assoeiation, Yuma
The Association will expand a Supervisory Control and Data
Acquisition (SCADA) system and implement a new water
tracking and water accounting system. The project also
includes reconstruction of key diversion structures along the
main canal that will facilitate remote control of water flows
and levels. This modernization will reduce diversions from
the Colorado River and provide an overall savings in water
diversions of 12,000-20,000 acre-feet per year. The total
project cost is $615,552, witha Water 2025 contribution
of $246,22 l.

Water loss in unlined canals
Today most irrigation water delivery canals (top) in the
West are not lined. Reclamation's research has shown
that a return of $3 to $5 in conserved water can be
possible for every $1 spent on canal modernization.

Before (left)
and after (right)

automation of
headgate
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CALIFORNIA
Calleguas Municipal Water District, Thousand Oaks The District will install automated monitoring

devices to twenty-three water distributors to allow the District to implement new rate structures. These

devices will improve distribution during peak demand and will encourage more efficient wateruse,conserve

water and manage local groundwater supplies in concert with imported water. The District covers an area

of approximately 350 square miles in Ventura County. Communities served include the cities of Oxnard,

Carrillo, Thousand Oaks, Simi Valley, Moorpark, and Port Hueneme, as well as Oak Park, Santa Rose

Valley, Bell Canyon, Lake Sherwood, Somis,Camarillo Estates, and Carrillo Heights. This project will

reduce demand on the Metropolitan Water DistriCt and the Colorado River, resulting in a savings of 5,500

acre-feetper year. The total project cost is $3,395,442 witha Water2025 contribution of $300,000.

Contra Costa Water District, Concord The District will install 2,100 feet of pipe in the Contra Costa

Canal to isolate drinking water from agricultural saline ground water seepage. The canal conveys drinking

water to 450,000 residents and vital industries in Contra Costa County. This project provides benefits

statewide as well as for local stakeholders. The project will improve the ability of the Central Valley Project

to meet established Sacramento-San Joaquin Delta water quality standards because of long-standing local

degradation on this reach of the canal. Water savings will range from 9,000 to 34,000 acre-feet per year,

depending on the water supply conditions. This amounts to a savings of an average of $1 .4 million each year.

The total project cost is $9,l32,716,with a Water 2025 contributionof $200,000.

Imperial Irrigation District, El Centro The District will strategically place four How meter stations
along the All American Canal to improve monitoring of delivery water, particularly during high and low
flow periods. The four stations will measure iiow into the Imperial Valley, and at the diversions to Mexico
and Coachella Valley. This project will result in these three areas receiving the proper allotment of water
necessary for agricultural, municipal and industrial uses. Newly measured and accounted-for supply will
result in more efficient distribution of water, reducing demand on the Colorado River and saving 34,500
acre-feet per year. The total project cost is $230,452, witha Water 2025 contribution of $115,226.

Stevinson Water District - dirt canal to be replaced
bY pipeline.

Stevinson Water District, Merced The District will

replace 23,067 feet of open canals with pipe to control

1" high water tables fed by seepage, water conservation,

1. improved delivery Flexibility and reduction on operational

5 spillage. Increased measurements and improved system

responsiveness will enhance irrigation service and is

i expected to result in further water conservation. The project

will save approximately 1,155 acre-feet per year, whichmay

be sold to Reclamation for the San Luis National Wildlife

Q Reiilge. The totalproject cost is $l,556,500, with a Water

2025 contribution of $300,000.
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COLORADO

Mancos Water Consewaney District, Mancos
This project will test the effectiveness of different materials
for canal lining on 300 feet of the Jackson Gulch Inlet Canal.
The inlet canal is the only source of water into Jackson Gulch
Reservoir. The water users who depend on the reservoir
include agricultural communities in the surrounding area,
the town of Mangos and Mesa Verde National Park. Lining
the canal will provide the District with 10-15 percent more
water, easing tensions between domestic and agricultural
users.The total project cost is $41 ,082, witha Wafer 2025
contribution of $19,338.

Mangos Water Conservancy District

Lower South Platte Water Conservancy District
The District will directly reimburse individuals, or groups, up to 50 percent towards the purchase and

installation of How measuring devices for large-scale wells, recharge facilities or ditch diversions within the

District boundaries. Over 10,000 acre-feet pumped per year is estimated to be inaccurately accounted for.

The water that is accurately quantified and replaced to the South Platte River can be used by all surface

water users. The total project cost is $1,129,079 with a Water 2025 contribution of $300,000.

MONTANA

Paradise Valley Irrigation District
Hillside ditch lateral to be replaced by buried pipe.

Paradise Valley Irrigation District, Chinook

The District will replace 9,000 feet of leaky hillside canal

with a pressure pipeline system, conserving 1,000 acre-feet

per year of water. It will be one of the first in the area and a

. significant improvement over the old system. This project

i will conserve water for the District by eliminating seepage in

the canal and improve operation and control in the main canal.

Efficiency levels will nearly be 100 percent with the new

pipeline system, compared to the current efficiency rate of

40-45 percent. Irrigation seasons will be extended during

drought Years by making more use of the water that is

available. The total project cost is $524,215, witha Water

2025 contribution of $262,107.
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Upper Klamath Lake, OR
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San Juan River Dined Water Users, Inc., Shiprock

The project will convert three lateral ditches to underground pipelines,

potentially saving 5,600 acre-feet each year for other water users on the main

canal. Converting all three lateral ditches into underground pipeline will improve

equitable water distribution, increase conveyance efficiency, allow farmers to

pursue new irrigation technologies, reduce demand on the San Juan River and

reduce operation and maintenance costs. The total project cost is $75l,000,

with a Water 2025 contribution of $200,000.

NEW MEXICO
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Typical canal section near start of lateral,

ii NEVADA
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Truckee Carson Irrigation District and City of Fer fly

This project will improve the control of the Gilpin Spill

f structure by automating gate changes through installation

of remote-controlled Gates and telemetry at one location on

the Truckee Canal, This project will allow the District to

make more frequent and timelier changes to meet its demand

" more accurately, thus reducing theamountof water diverted

from the Truckee River. The saved water - approximately

. 3,000 acre-feet per year - will flow downstream and enhance

; instreani flows or be stored upstream to meet future needs.

. 1. The total projectcost is $300,000, with a Water 2025

contribution of $150,000.
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This project involves numerous partners - seven

irrigation districts, six cities, three tribes and the

Deschutes Resource Conservancy. The project

addresses long-term basin water needs by establishing

a pilot water bank, with a long-term potential

savings of up to 326,522 acre-feet a year. The project

demonstrates collective partnering of basin interests

and addresses many institutional constraints. The total

cost of the project is $588,750, with a Water 2025

contribution of $233,750.

Central Oregon Irrigation District, Bend

OREGON
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Medford Irrigation District - installation of pipeline.

Farmers Irrigation District, Hood River
The District will improve its water delivery system by replacing 8.6 miles of open canals with high quality
piping, thus conserving an average of 40 percent of current water usage over the course of the season.
The project will market saved water (1,500-3,500 acre-feet per year) for airstream use in a fish habitat area.
The total cost of the project is $6,382,973, with a Water 2025 contribution of $300,000.

Medford irrigation District, Medford
The District proposes an innovative approach to address water shortages for irrigation and airstream uses by
replacing 2,500 feet of an antiquated, open canal with 66-inch pipeline. This project will save 94 acre-feet per
year, improve delivery efficiency and reduce maintenance costs. It also will remove three fish passage barriers
and open up three miles of historic steelhead trout habitat area. The total cost of the project is $602,032, with
a Water 2025 contribution of $300,000.

TEXAS

Solar-powered automated headgate

Harlingen Irrigation District, Harlingen
The District will purchase and install 225 on-farm delivery site
meters for more precise water measurement and efficient water
delivery. The saved water - 3,464 acre-feet per year - will enable
continued farming during droughts and increase the length of the
irrigation season. On-farm metering will help the District achieve
its goal of 100 percent volumetric pricing of water delivered to its
users. The total cost of the project is $602,500, witha Water 2025
contribution of $300,000.
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Emery Water Conservancy District, Castle Dale
The District will install automatic remote controls at three dams and automate diversions on four creeks in
the Green River Basin. The devices will be integrated with existing SCADA software. The District also will
install measuring weirs, upgrade weather stations and establish an online irrigation advisory program. Water
savings areestimated tobe between 10 and 20 percent. The totalcost of the project is $535,520, witha Water
2025 contribution of $257,910.

UTAH

The Association will meter, control and screen

improvements to the existing Beaver Creek Diversion

structure and canal improvements to the Weber-Provo

Canal. This project will result in the conservation Of

approximately 4,200 acre feet each year and a savings

of $2,500 per year in operations and maintenance

costs. The total cost of the project is $426,203 with a

Water 2025 contribution of $150,000.

Provo River Water Users Association,
Pleasant Grove

Springville Irrigation District, Springville
The District will replace an open lateral in Provo
County, with 550 feet of pipe to reduce seepage. It also will construct a new diversion structure and install a
measuring weir to reduce water loss. The project will save 220 acre-feet per year and possibly benefit the
Junesucker, an endangered fish. The total cost of the project is $58,000, with a Water 2025 contribution
of $29,000.
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Emery Water Conservancy District - installation of
automation equipment.

U.S. Department of the Interior

Bureau of Reclamation
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Original control Gates on Langley turnout structure
on Noble Ditch near Fruitland, ID
Structure was automated (right) to maintain desired
canal flows. This helps operators monitor operations
and reduce operational spills and shortages.
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Agriculture near Ashton, ID - Minidoka Project

d
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Canal lining

WYOMING

Automated diversions

C a s p e r - A l e o v a  I r r i g a t i o n  D i s t r i c t ,  C a s p e r

T he Dis t r ic t  wi l l  replace a por t ion of  unl ined canal  wi th

6,508 feet of  PVC pipe and instal l  new head Gates, valves

and How measurement devices  to save approximately

490 acre~feet per year. W hen f inished, the project wil l

potent ial ly conserve 3 l  .7 percent of  the total available

water in the two lateral systems and substantial ly reduce

operating and maintenance costs . The Dis tr ic t intends

to market the water savings as it  has done in the past.

The total cost of  the project is  $502, i 89, with a Water 2025

contr ibut ion of  $232,215.

Automated diversion in to 7-mile Slough, a natural
side-channet of the Payette River used to convey
irrigation water to a number of irrigation diversions.
Structure was bum in the 1930's. New measurement
flume (bottom) was constructed to provide accurate
measurement for control and accounting.
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Improving Technology

Of the  $8.4 million a ppropria ted for Recla ma tion's Water 2025 progra m in Fis ca l Yea r 2004, Congres s  directed

a bout ha lf to be inves ted in ta rgeted a rea s  a nd projects  like  the  Middle  Rio Gra nde Cons erva ncy Dis trict in

New Mexico. the  Des ert Res ea rch Ins titute  in Neva da , a nd the  Ohio View Cons ortium in Ohio

Middle Rio Grande Conservancy District
in New Mexico

Desert Research Institute. Nevada

Of the funds provided for the Western Water Initiative

(Water 2025), $1,000,000 was directed for the Desert

Research Institute to address water quality and

environmental issues in the West. Reclamation is

working with Desert Research Institute on the following

projects

Western United States

$1,750,000 was directed by Congress to improve and

modernize irrigation surface water conveyance facilities

o f the Middle Rio Grande Conservancy District to

increase water conveyance efficiency, reduce system

losses due to seepage and evaporation, and improve

water management in the middle Rio Grande Valley

This system, originally constructed during the l930s

and rebuilt in the l950s, and l960s after flood damage

consists of 1,238 miles of canals and drains serving

approximately 70,000 irrigated acres along 150 miles of

the Rio Grande. Work on the District will continue the

automation of river diversions, canal flow controls, and

waste ways; line delivery canals, and, install additional

new gages

Conduct water chemistry analysis and develop

application protocols that satisfy state and

federal water quality standards that would enable

widespread use of polyacrylamide (PAM) as

a low cost, effective option to significantly

reduce irrigation canal seepage throughout

the seventeen Reclamation states

Truckee River. Reno, Nevada

Quantify water efficiency, quantity and

environmental factors to the Truckee River that

would result from automating checks on the Truckee

Canal that are used to make water deliveries to

the Newlands projects. Automating the checks has

the potential to have positive impacts on water

quantity and environmental issues associated with

Reclamation operations

Middle Rio Grande Water Measurement

Las Vegas Wash, Lake Mead, Nevada

Determine baseline conditions regarding sediment

transport in the Las Vegas Wash and tributaries that

flow into Lake Mead. Understanding the associated

effects of sediment accumulation to water storage is

essential for Reclamation to manage Reclanlation's

operations and ensure reliable downstream water

deliveries
R e c o r d s  a n d  t r a n s m i t s  w a t e r  i i o w  d a t a  t o  D i s t r i c t  a n d  R e c l a m a t i o n

t h r o u g h  t e l e m e t r y  s t a t i o n  o n  r i g h t

.



Ohio View Consortium, Ohio

When Congress appropriated $1,000,000 to Ohio View
Consortium in FY 2004, Reclamation entered into a
new partnership with the International Center for Water
Resources Management at Central State University
in Ohio, the Ohio \Hew Consortium, and Colorado
State University. This new collaborative effort will
develop advanced remote sensing technologies to help
Reclamation manage water resources in areas where
there are current or potential water conflicts.

The new remote sensing technologies will improve

Reclamation's ability to estimate snow water equivalents

and evapotranspiration losses. This data will help

Reclamation gain a better understanding of water

supplies and demands so it can be more efficient in

delivering water when and where it is needed.

FIT

"This partnership is a great opportunitvfor
Reclamation. It will support the goals of

Water 2025 by helping us and our customers
manage forfuture water needs. "
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Wastewater, salty and other impaired water can be
purified to increase their utility.Water2025's goal is
to encourage technological advances and identify new
supplies. Reclamation can facilitate research to reduce
the high costs that slow adoption of new desalination
technologies.

Improving Technology

The fundamental goals in desalination are to decrease

the cost of desalination technology, and facilitate

the creation of new water supplies from desalination

technology. Improving desalination technology will

focus on cooperative research demonstration projects,

pilot-scale projects, and research studies that are

competed and cost shared

Desalination

Yuma Desalting Plant

U.S. Department of the Interior
Bureau of Reclamation

Snow survey

Recla ma tion is  fa cilita ting res ea rch efforts  tha t will

reduce the high cos ts  tha t s low the a doption of new

des a lina tion technologies . In FY 2004, Recla ma tion's

Science and Technology Program offered a  $3.0

million competitive  gra nt progra m for res ea rch, pilot

a nd demons tra tion propos a ls  to improve des a lina tion

technology. Desa lina tion proposa ls  tha t demons tra te a

role  in he lping to a void cris is  a nd conflict over wa ter

supplies  in the Wes t were s elected and awarded in

September 2004.



Congres s  a pproved $19.5 million in Fis ca l Yea r 2005,

amounting to $17,25 l ,012 a fter underiinancing and

res cis s ion. This  repres ents  a n increa s e of $11 million

over the  $8.4 million a ppropria ted in FY 2004.

Congress Approved $19.5 Million
in Fiscal Year 2005

Approximately $4.7 million (before underiinancing

and rescission) was allocated to Congressional

earmarks: $1.7 million will provide for continued water

conservation, efficiency and management improvements

related to the Middle Rio Grande Conservancy District.

Additionally, $2.0 million will allow Reclamation to

continue working with Desert Research Institute to

address water quality and environmental issues through

the projects described on page 23. Another $1 .0 million
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Water 2025 Challenge Grant Program -
FY 2005 Grants
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will continue Reclamation's work with the Ohio View

Consortium to develop remote sensing technologies to

improve water management

As in FY 2004, the Challenge Grant Program continues

to be an integral part ofWater2025 in FY 2005.

In administeringWater2025, leveraging limited

Federal dollars continues to be important. In FY 2005,

$10 million is allocated to the Challenge Grant Program.

This represents an increase of $6 million over the

amount allocated to the Challenge Grant Program in

Challenge Grant Program
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FY 2004. For the $10 million available, Reclamation

received 117 proposals requesting more than $35 million

in Federal finding. Of those, forty-three proposals

in thirteen states have been selected. Awards for the

forty-three projects are currently under way. The total

investment for the forty-three projects is more than

$27 million, which includes more than $17 million in

matching contributions by the non-Federal partners.

Salmon jumping fish ladder

an investment of more than $2 million in water

improvements, including matching contributions by

the States. The six projects selected are summarized

below:

Also in FY 2005, Reclamation is working with the
seventeen WesternStates on Wafer 2025 activities.
Section 206 of the Consolidated Appropriations Act
(PL 108-447), adopted in November 2004, authorized
Reclamation to enter into cooperative agreements with
any of the seventeen Western States, in addition to
irrigation and water districts, and other entities with
water delivery authority, to provide funds for projects
that improve water conservation and efficiency and
water management.

Idaho

In the spring of 2005, Reclamation launched its Water

2025 Challenge Grant Program for Western States.

For the $1 million available, Reclamation received

twenty-tive proposals from thirteen States. Six projects

by Western States were selected for award, representing

The Idaho Water Resources Board will develop a

groundwater~recharge project for the Easter Snake

Plain Aquifer, using u appropriated natural surface-

water iiows from the Upper Snake River Basin.

The Board will construct a pipeline from the W-

Canal to two recharge basins. The recharge project

would receive about 10,000 acre-feet of water per

year. The total cost of the project is $519,126 with a

Water 2025 contribution of $250,000.

Kansas

The Kansas Department of Agriculture will
install How-measurement equipment on
one-hundred diversions in the Republican River
basin. The real-time monitoring of the diversions
will enhance water-management and water-
marketing opportunities between senior and junior
water rights holders. Irrigators in the basin have
had to curtail diversions in five of the six previous
years. The total project will cost $495,698 witha
Water 2025 contribution of $230,720.

New irrigation diversion, Central ID
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Texas

The Texas Water Development Board will purchase

ten acoustical leak- detection units and make them

available to public water-supply systems and

analyze statewide public water-system loss audits

in preparation of setting regulations. The project

will identify leaks in water systems for future water-

saving projects. The total project will cost $321,527

wi th a Water 2025 contribution of $158,250.

Arizona

The Arizona Department of Water Resources will

develop a Web-based reporting tool to collect

water-use data from community water systems in

rural Arizona, develop a database of supply-and-

demand information; make data available via the

Web; review system efficiency; and develop goals

or benchmarks for water conservation in rural

communities. The project will facilitate regional

planning, promote conservation and enhance

monitoring. The total project will cost $438,700

with a Water 2025 contribution of $190,000.

_
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Montana

The state of Montana will install flow-measurement

equipment on thirteen diversions in the Milk River

Project, develop a computer flow-simulation model

for the Milk-st. Mary Rivers System; upgrade four

streamflow gages on tributaries of the Milk River;

and install an agrimet station and use satellite

imagery to verify consumptive uses in Canada.

The total project will cost $188,999 with a Water

2025 contribution of $81,286.

The state of New Mexico will rehabilitate a USGS

streamiiow gage on the Pecos River to provide

more accurate high streamiiow measurements,

The gage will help better measure water under high

flow conditions. Accurate measurement of water

delivered to Texas under the Pecos River Compact

is critical to the state. The total project will cost

$146,660 with a Water 2025 contribution of $59,480.

New M ex i co

U.S. Department of the Interior
Bureau of Reclamation

Headgate automation - before and after



President Bush requested $30 million for Reclamation

for Water 2025 in FY 2006. with $30 million, Water

2025 will be a multifaceted, program that will consist of

three components: (1)The Water 2025 Challenge Grant

Program, including grants to Western States; (2) System

Optimization Reviews; and (3) the advancement of

desalination technology and reduction of the high costs

currently associated with desalination.

Through System Optimization Reviews, Reclamation

will work with willing states, tribes, irrigation and water

districts, and other local entities to assess the potential

for water management improvements in a given basin

or district. Like the Challenge Grants, funding for

System Optimization Reviews will be allocated through

a competitive process and will require a 50 percent non-

Federal cost share.

President Bush's Fiscal Year 2006 Budget
Requests $30 Million for Water 2025
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S ys tem Optimiza tion Reviews  will re s ult in

recommenda tions  and performance measures  for

eMciency a nd cons erva tion projects  tha t will ha ve

the grea tes t impa ct in improving wa ter ma na gement,

s uch a s  crea ting wa ter banks , fa cilita ting wa ter trans fers

and modernizing cana ls . The recommenda tions  for

on-the-ground improvements  or wa ter ma rkets  identified

in the  Reviews  could then be  us ed by to a pply for federa l

funds  through the  Cha llenge Gra nt P rogra m. Additiona l

credit ma y be given to Cha llenge Gra nt a pplica nts  tha t

us e the recommenda tions  from the plans  to apply for

Water 2025 funds .

U.S. Department of the Interior
Bureau of Reclamation

Lake Powell, AZ

1.1



Collaboration, Removing Institutional Barriers
and Increasing Interagency Cooperation
Cooperative Approaches To Resolving Conflict Collaboration

In keeping with the spirit of Secretary Norton's Cs -

"Consultation, Communication and Cooperation, all

in the service ofConservation" - Water 2025 supports

cooperative approaches to resolving conflicts over water

in the West. Collaborative processes that are based on the

recognition of the rights and interests of the stdceholders

allow problem solving that will maximize opportunities

for innovation and creativity. TheWater2025 tools

of Collaboration, Removing Institutional Barriers

and Increasing Interagency Cooperation promote

partnerships among stakeholders and coordination

among federal agencies to more effectively focus federal

dollars on critical water short areas.
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U.S. Department of the Interior
Bureau of Reclamation

Collaboration
Reclamation will continue to pursue opportunities for

collaboration tied to demonstrable improvements in

water supply will be pursued West-wide. The formation

of partnerships and stakeholder involvement are key

components of Water 2025. Applicants for Challenge

Grants are given credit in the evaluation process if

their proposals demonstrate collaboration by including

non-Federal funding partners, or by demonstrating

stakeholder support and involvement in the project.

Old headgate structure before improvements

For example, the Medford Irrigation District's

FY 2004 Challenge Grant project to replace an

antiquated dirt canal with pipeline opening up three

miles of historic steelhead trout habitat, involves

collaboration between the District, the City of Medford,

the Bear Creek Watershed Council and Reclamation.

Likewise, the Central Oregon Irrigation District's

FY 2004 Challenge Grant project to establish a water

bank in the Deschutes Basin involves an alliance of

seven different irrigation districts, four municipalities,

the Deschutes Resource Conservancy, the Paiute and

Wasco Tribes, and Reclamation.

Old headgate structure after efficiency improvements
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Removing Institutional Barriers
Sometimes improvements to the management of water

in the West are met with barriers to success. Existing

Federal laws and authorities can actually impede

progress toward resolving conflict over water resources.

Water 2025 proposes researching and analyzing

current Federal policies, practices, and procedures to

determine whether they might in fact impede the goals

of implementing water conservation, efficiencies, and

markets across the West, especially in areas of the West

most prone to conflict and crises over water supplies.

(
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Automated canal gate with telemetry in a
check structure formerly operated with boards
The equipment maintains water level upstream to ensure
constant canal diversions. Water levels and gate height
are used to provide measurement and permit accurate
flow monitoring. This allows system operators to maintain
minimum flows in the natural channel reach below the
structure, Located in 7~mile Slough near Payette, ID.

Automated headgate at the head of Noble Ditch,
Payette Valley, ID
One of two original slide Gates was automated to regulate
diversions (top). Canal Company staff did most of the
site work. Bottom photo shows measurement flume
approximately 300 yards downstream of headgates,
providing information to controller
at headwords.



Increasing Interagency Cooperation

Interior agencies, in collaboration with Department

of Agriculture, will continue to closely monitor any

western basins experiencing drought conditions.

Existing programs will continue to be coordinated

with other federal agencies, such as the Army Corps

of Engineers and Natural Resources Conservation

Service (NRCS).
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U.S. Department of the Interior
Bureau of Reclamation

Wetlands habitat

U.S.Army Corps of Engineers are working in conjunction with state governments to

address drought conditions in Washington, Oregon,

Idaho, Montana, and other states as needs are identified.
Reclamation and the Corps of Engineers entered into

a Memorandum of Understanding that promotes a long-

term collaborative effort to improve the management of

water and related land resources under each agency's

respective missions and authorities.

Department of Agriculture
The Departments of Agriculture (USDA) and Interior

have worked together for decades to assist the residents

of western States, both urban and rural. Reclamation

and NRCS have had an active partnership for many

years that promotes the idea of working together for

the sustainable and efficient use of Western agricultural

water supplies.

The Drought Action Team initiative stems from a June

2003 Memorandum of Understanding (MOU) between

the Department's of the Interior and Agriculture as part

of Water 2025. The MOU established an Interagency

Drought Coordination Task Force, to identify areas

with severe water supply problems that need immediate

focused assistance and use the teams to mobilize

appropriate federal resources to help communities and

producers in need. information on the Drought Action

Teams and Memorandum of Understanding are available

at http://www.doi.gov/water2025. Information on

USDA relief to fanners, ranchers and local communities

is available at http://disaster. usda.gov.Reclamation and NRCS are coordinating their

complementary programs, such as Water 2025,NRCS'

Environmental Quality Incentives Program (EQIP) and

the Ground and Surface Water Conservation Program.

Where conflict over water supplies either exists today

or can be predicted in the future, an extra effort will

be made for inter-agency collaboration in order to

prevent future water crises. Through Water 2025 and

coordination of these programs, we believe a much

larger impact can be realized at the local level, where

water crises are the most painful.

U.S.Geological Survey

On July 21 , 2005, Secretary Norton and Agriculture

Secretary Mike Johan fs activated Interagency

Drought Action Teams to coordinate drought relief to

communities in Western States that face the greatest

potential water shortages this summer. The Teams

USGS wa ter a ctivities  tha t a re  highly re leva nt to the

goa ls  of Wate r 2025 a re  Ground Wa ter Modeling,

Watershed and River Sys tem Management Program,

Na tiona l S trea mflow Informa tion P rogra m, Rea l-Time

Ground-Wa ter Monitoring, a nd US GS  contributions

to the  U.S . Drought Monitor. The Coopera tive  Wa ter

P rogra m fa cilita tes  colla bora tion between the  USGS

a nd ma ny S ta te  a gencies  a nd irriga tion dis tricts . Fina lly,

the USGS ha s  s ignifica ntly increa s ed its  da ta  collection

a nd res ea rch rega rding the  hydrology a nd biology of the

Upper Kla ma th La ke ba s in, in s upport of Recla ma tion,

the S ta te of Oregon, the Na tura l Resources  Conserva tion

Service , the  U.S . Fis h a nd Wildlife  Service , a nd

loca l tribes .
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Conclusion

In conclusion. there is a Federal role in

addressing water supply problems in the West

Reclamation is in the forefront of solving many

of these problems by providing the necessary

assistance to state and local entities. However

water supply issues will continue to create more

conflict if communities and decision makers are

not more proactive in addressing these crises

Water 2025 will help prevent crises and conflict

in the West

Fish ladder ID

Sprinkler irrigation
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Grand Coulee Dam. WA

http://www.doi.gov/initiatives/water2025.html
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De cis ion 07-04-046 April 12, 2007

BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

In  the  Ma tte r o f the  App lica tion  o f
S AN G ABR IE L VALLE Y W ATE R  C O MP ANY ,
(U337W) for Authority to  Incre a s e  Ra te s  Cha rge d
for Wa te r S e rvice  in  its  Fonta na  Wa te r Compa ny
Divis ion by $5,662,900 or 13.1% in J uly 2006;
$3,072,500 or 6.3% in July 2007; a nd by $2,196,000
or 4.2% in J uly 2008.

Applica tion  05-08-021
(File d Augus t 5 , 2005)

Orde r In s titu ting  Inve s tiga tion  on  the
Commis s ion 's  Own Motion  in to  the  Ra te s ,
Ope ra tions , P ra ctice s , S e rvice , a nd Fa cilitie s  of
S a n Ga brie l Va lle y Wa te r Compa ny
(Utilitie s  337 w ) .

Inve s tiga tion 06-03-001
(File d Ma rch 2, 2006)

(See Appendix F for List of Appearances.)

DECISION REDUCING TEST YEAR RATES
AND IMPOSING A PENALTY

274352
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DECISION REDUCING TEST YEAR RATES
AND IMPOSING A PENALTY

I. S u m m a ry

S a n Ga brie l Va lle y Wa te r Compa ny (S a n Ga brie l) Fonta na  Divis ion is

a u tho rize d  a nd  o rde re d :

1. For Te s t Ye a r (TY) 2006-2007, to re duce  ra te s  by $1,948,900
(Appe nd ix A, p .  1 );

2. To re duce  ra te  ba se  a s  of July 17, 2004 by $2,994,582
(Appe ndix E , p . 2 );

3 . To re fund to  ra te pa ye rs  ove rcha rge s  s ince  J uly 17, 2004 in
the  a mount of $522,200 a nnua lly (Appe ndix E, p. 2); a nd

4. To pa y a  fine  of $60,000 for viola tion of Rule  1 of the
Commis s ion 's  Rule s  of P ra ctice  a nd P roce dure .

In De cis ion (D.) 04-07-034, S a n Ga brie l wa s  a uthorize d to incre a s e  ra te s

s ubje ct to  re fund de pe nding on our de cis ion in its  ne xt ge ne ra l ra te  ca s e  (GRC)

(Applica tion (A.) 05-08-021) re ga rding the  a lloca tion be twe e n ra te pa ye rs  a nd

s ha re holde rs  of the  ga ins  from s a le s  of prope rty, conde mna tion a wa rds ,

con ta mina tion  a wa rds , a nd  inve rs e  conde mna tion  a wa rds . The  o rde r in

D.04-07-034 wa s  re a ffirme d in  our Orde r Ins titu ting  Inve s tiga tion  (OII) 06-03-001

a nd confirme d on re he a ring in  D.06-06-036. This  ca s e  finds  tha t S a n Ga brie l

mis a pplie d P ublic Utilitie s  Code  S e ction 790 with  re s pe ct to  the  proce e ds  it

re ce ive d re la te d to compe ns a tion for conta mina tion a nd a s  a  cons e que nce

a ppropria te d $1,570,421 of mone y which s hould ha ve  be e n a lloca te d to

ra te pa ye rs . To re ctify th is  mis a ppropria tion  we  ha ve  re duce d ra te  ba s e  by

$1,570,421 re la ting ba ck to D.04-07-034. Ra te s  we re  re compute d from

J uly 17, 2004 re s ulting in a  re fund of $719,100.

<1
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ll. Background and Procedural History

Sa n Ga brie l is  a  Cla s s  A wa te r utility providing public utility wa te r s e rvice

to approximate ly 88,000 cus tomers  in Los  Angeles  and San Bernardino Counties .

The  company's  Fontana  Wate r Company Divis ion (Fontana  Divis ion) se rves

approximate ly 43,000 cus tomers  in a  se rvice  a rea  tha t includes  most of the  City

of Fontana , portions  of the  cities  of Rancho Cucamonga  and Ria lto, and adjacent

unincorpora ted a reas  of wes te rn San Berna rdino County. The  region is

cha ra cte rize d by popula tion growth a nd s ignifica nt wa te r qua lity proble ms .

San Gabrie l's  las t GRC applica tion for the  Fontana  Divis ion, A.02-11-044,

resulted in D.04-07-034, which increased ra tes  effective  July 17, 2004. Those  ra tes

were  se t, subject to re fund, pending furthe r review and cons ide ra tion of the

appropria te  ra te inaking trea tment of the  proceeds  of ce rta in sa les  and

involunta ry conve rs ions  of Fontana  Divis ion prope rtie s  tha t was  cons ide red but

not fina lly re solved in the  course  of tha t proceeding. D.04-07-024 directed the

Wate r Divis ion to conduct an audit of those  proceeds  and directed San Gabrie l to

make  a  furthe r showing with re spect to them in its  next GRC. In Augus t 2005,

the  Commiss ion responded to applica tions  for rehearing of D.04-07-034 by

issuing D.05-08~041, granting rehearing of D.04-07-034 for certa in issues, and

specifying tha t currently authorized ra te s  for the  Fontana  Divis ion a re  subject to

re fund. An OH was  issued March 2, 2006. The  order in D.04-07-034 was

a ffirmed in D.06-06-036.

San Gabrie l tendered on lune  6, 2005, its  proposed applica tion for a

general rate increase for TYs 2006-2007 and escalation years 2007-2008 and 2008-

2009. Afte r review by the  Divis ion of Ra tepaye rs  Advoca te s  (DRA), San Gabrie l

corrected de ficiencie s  and with DRA's  approva l filed its  GRC applica tion

(A.05-08-021) on August 5, 2005, seeking an increase  in ra tes  of $5.7 million
r'

\
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(13.1 %) for TY 2006-2007, $3.1 million (6.3%) for escalation year 2007-2008, and

$2.2 million (4.2%) for esca la tion year 2008-2009. Protes ts  were  filed by the  City

of Fontana  (City), the  Fontana  Unified School Dis trict (Dis trict), and DRA. On

September 19, 2005, Water Divis ion issued its  audit report on the  results  of its

examina tion of San Gabrie l's  property sa les  and condemnations .

Public pa rticipa tion hea rings  were  he ld on November 17, 2005. Beginning

on January 9, 2006, seven days  of evidentia ry hearings  were  he ld. The  record

was  submitted on April 14, 2006, a fte r rece ipt of la te -filed exhibits  and opening

and reply brie fs  .

III. Water Sales and Operating Revenues

The Company's  forecas t of active  service  connections , sa les , and opera ting

revenues by customer class  for year 2005, TY 2006-2007, and the  two escala tion

years  were  uncontes ted for the  most pa rt. DRA accepted San Gabrie l's  e s timates

of annua l use  by every cus tomer class  except for la rge  indus tria l cus tomers .

IV. Service Connections

Recent and anticipa ted growth in the  Fontana  Divis ion cons is ts  ma inly of

s ingle -family re s idences  in the  northe rn portion of the  se rvice area , with only

nomina l increases  in othe r cus tomer classes . San Gabrie l's  forecas t of growth in

se rvice  connections  was  de te rmined by adding the  ave rage  growth pe r cus tomer

class  ove r the  pas t five  yea rs  to the  previous  yea r's  tota l. San Gabrie l's  growth

forecast of 1,350 service  connections  was accepted by DRA.

v. Annual Use by Customer Class

A. Average Use per Customer

San Gabrie l forecas ts  sa les  on a  weather-normalized bas is  for most

cus tomer cla s se s  by applying the  New Committe e  Me thod to re corded monthly

r\
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sa les  over the  la s t ten years . This  forecas t method was  accepted by DRA. The

actua l ave rage  use  pe r re s identia l cus tomer is  322.4 ccf/conn./yr.

B. Sales to Cemex and California Steel Industries

The only rea l disagreement over customer sa les  concerned San Gabrie l's

es timates  of sa les  to two la rge  cus tomers  in the  la rge  indus tria l class  .- Ca lifornia

Stee l Indus tries  (CSI) and Cement. A San Gabrie l witness  tes tified tha t he  met

with the  plant manager and othe r management officia ls  of Cement to de te rmine

Cement water needs  over the  next three  years . Cemex sa id tha t its  wate r use  for

the  next three  years  would remain about the  same as  it has  been in the  recent

pa s t.

DRA's  witness  tes tified tha t San Gabrie l's  es timate  of sa les  to Cement was

based on a  ten-year average , and proposed instead an es timate  based on the

average of the  two mos t recent recorded fisca l yea rs . This  produced an e s tima te

of tes t year sa les  to Cemex of 250,685 hundred cubic fee t (cc) as  compared to

San Gabrie l's  e s tima te  of 223,666 cc. DRA's  recommenda tion is  more  re flective

of Cement's  current and anticipa ted wa te r use , and will be  adopted.

In regard to CSI, San Gabrie l's  witness  te s tified tha t San Gabrie l office rs

had me t with repre senta tives  of CSI in May 2005 and were  informed tha t CSI

had decided to rehabilita te  its  exis ting on-s ite  we ll to produce  its  own wa te r and

had spent $900,000 so fa r on the  project, which is  expected to be  comple ted la te r

in 2005. CSI will s till re ly on San Gabrie l for pa rt of its  supply and a s  a  backup

source  of supply. San Gabrie l es timates  tha t San Gabrie l's  sa les  to CSI will be

reduced by over 566,000 cc pe r yea r.

DRA cha llenged San Gabrie l's  a ssumption tha t CSI will use  its  entire  1,300

acre -fee t pe r yea r (APY) of wa te r rights . DRA's  witness  te s tified tha t a  CSI

office r conta cte d by DRA could not give  cle a r-cut informa tion re ga rding
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amounts  CSI intends  to se lf-provide . DRA recommended tha t sa le s  to CSI be

projected a t 545,700 cc, a leve l 283,140 cc higher than San Gabrie l's  tes t year

es timate , re flecting a  50% reduction in sa les  compared to San Gabrie l's  projected

reduction. As  San Gabrie l has  not produced pe rsuas ive  evidence  rega rding CSI

wa te r de ma nd, we  will a dopt DRA's  more  conse rva tive  e s tima te

/

c. Miseellaneous and Construction Revenues

Miscellaneous Revenues are  revenues recorded in Accounts  611 and 614

The  revenues  recorded in Account 611 cons is t primarily of reconnection fees

collected from cus tomers , which San Gabrie l based on a  five -year average  in its

forecas t. The  revenues  recorded in account 614 cons is t primarily of

re imburse me nts  re ce ive d by Sa n Ga brie l from third pa rtie s , ma inly from the

County of San Berna rdino. DRA accepts  the  amount proposed by San Gabrie l

for Misce llaneous Revenues  in the  forecasted TY 2006-2007, with one  exception

In August 2005, San Gabrie l rece ived $116,909 from the  West Valley Water

Dis trict, acting as  a  disbursement agent on beha lf of the  United Sta tes

Environmenta l Protection Agency (US EPA), for grant funds  for the

re imbursement of ce rta in ope ra tion and ma intenance  (O&M) cos ts  incurred a t

Plant F17. DRA recommends Misce llaneous Revenues  be  increased by $116,909

to re flect an expected annua l leve l of grant revenues . DRA a lso recommends

tha t if future  grant proceeds  a re  rece ived by San Gabrie l in excess  of the

$116,909, then the  excess  amounts  should be  included in the  Water Quality

Me mora ndum Account (WQMA) for future  be ne fit to ra te pa ye rs . Sa n Ga brie l's

witness  te s tified tha t this  is  a  one-time  re imbursement. San Gabrie l agrees  to

adjus t the  tes t year forecas t by one-third of the  amount, or $38,970. DRA asse rts

tha t the  company's  da ta  re sponse  indica ted tha t additiona l US EPA funds  would
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be  forthcoming. Thus , contra ry to Sa n Ga brie l's  pos ition, the se  funds  will

continue  to be  pa id to San Gabrie l on an annual bas is

DRA's  a ssumption tha t the  US EPA will give  San Gabrie l a  grant of

$116,909 in each escala tion year is  specula tive  a t best. Including $116,909 in the

tes t year Misce llaneous  Revenues  would give  the  ra tepayers  three  times  the

bene fit of a  one -time  payment. Should additiona l grant money be  rece ived by

San Gabrie l, the  company has  agreed tha t tha t money would be  recorded in its

WQMA for the  bene fit of ra tepaye rs . San Gabrie l's  approach to the  a lloca tion of

the  $116,909 is  to amortize  it over three  years , increas ing the  water revenue

account by $38,970 in the  tes t year. San Gabrie l's  proposal is  reasonable  and is

a dopte d

VI. Operating and Administrative Expenses

A. Supply Costs

1. Unmetered and Unaccounted for Water

Unaccounted for wa te r is  the  amount los t through ope ra tions  and leakage

and is  ca lcula ted a s  the  diffe rence  be tween the  tota l amount of wa te r produced

and the  tota l amount of wa te r recorded for sa le s . DRA agrees  with San Gabrie l's

propose d 6.2% una ccounte d for wa te r fa ctor. It will be  a dopte d

2. Recycled Water

San Gabrie l seeks  to deve lop a  capability to supply recla imed wa te r to

sa tis fy specia l needs  of some cus tomers . A San Gabrie l witness  described a

se rie s  of communica tions  be tween San Gabrie l and the  City regarding the

poss ible  purchase  of recycled wa te r from the  City, but sa id the  City fa iled to

produce  a ny de finite  informa tion a bout the  a va ila bility or price  of re cycle d

wa te r. San Gabrie l is  ve ry much inte re s ted in the  City's  s till-pending Recycled
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Water Feasibility Study/ Master Plan and will meet with City officials upon its

completion.

The City took a different view of the recycled water issue. Its witness said

San Gabriel has failed to propose a solution that helps reduce rates. The witness

said the City generates over 11.5 million gallons per day (mud) of wastewater

and participates in a regional Recycled Water Master Plan to deliver recycled

water to participating agencies. He said the City would like to enter into a

recycled water agreement with San Gabriel but that San Gabriel has been unclear

in its position to develop a suitable recycled water serving arrangement.

This issue generated much acrimony between the City and San Gabriel.

The parties seemed to be talking past each other rather than with each other.

Recycling wastewater is an important conservation measure! We remind the

parties that the ALJ Division offers mediation services that may be useful in

resolving these issues.

3. Water Costs

DRA re a che d a n a gre e me nt with  S a n Ga brie l tha t S a n Ga brie l's  propos e d

$8,509,500 wa te r cos ts  (177.88/ AF) fore ca s t for TY 2006-2007 is  re a s ona ble .

Howe ve r, a s  DRA ha s  re comme nde d a n  a djus tme nt to  incre a s e  the  compa ny's

proje cte d s a le s  to CS I by 650 AF, DRA ha s  a ls o incre a s e d the  proje cte d purcha s e

wa te r cos ts  by $115,622 (650 AF X $177.88/ AF) to $8,625,122.

S a n Ga brie l conte nds  tha t DRA's  a djus tme nt to  wa te r cos ts  is  ina de qua te ,

be ca us e  DRA's  highe r cos t e s tima te  re fle cts  only its  fore ca s t of highe r s a le s  to CS I

1 On Octobe r 2, 2006, San Gabrie l ma iled a  le tte r to Commiss ione r Bohn re forming him
of a  success ful recycled wa te r project in the  company's  Los  Ange le s  County divis ions .
A copy of the  le tte r has  been placed in the  correspondence  file .

If

8
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and not its  forecast of higher sa les  to Cement, re flects  only ne t sa les  ra ther than

wa te r production requirements  (including the  agreed upon 6.2% wa te r loss

factor), and is  imprope rly based on ave rage  cos t ra the r than incrementa l cos t. If

the  Commission were  to accept the  higher es timates  of sa les  to CSI and Cement

tha t DRA proposes , the  increase  in purchased water cos ts  would be  $209,102

ra the r than $115,622. Although these  adjus tments  may affect purcha se d wa te r

cos ts , we  disagree  with San Gabrie l about the  need to adopt the  higher es timate

because  actua l purchased wate r cos ts  go through a  full cos t ba lancing account.

4. Purchased Power Costs

DRA reached an agreement with San Gabrie l tha t its  proposed $4,795,500,

or 330094782 per kilowatt hour (kwh), forecast for TY 2006-2007 is  reasonable .

The  actua l purchased power cos ts  go through a  full cos t ba lancing account.

5. Chemical Expense

San Gabrie l e s timates  tha t its  annua l chemica l expense  will increase  from

the actual 2004 amount of $140,544 to TY 2006-2007 cost of $680,110, an increase

of 384% The  forecas ted increase  is  due  to the  res in replacement a t Plant F17

beginning in 2005 and the  projected additiona l cos t beginning in 2007 for

chemica ls  a ssocia ted with the  Sandhill trea tment plant upgrade .

The  trea tment facility a t Plant F17 is  an ion exchange  facility used for the

re mova l of pe rchlora te . DRA concurs  with Sa n Ga brie l on the  a mount for

chemica l cos ts  for Plant F17.

For the  Sandhill trea tment plant upgrade , San Gabrie l included projected

chemical expenses for TY 2006-2007 based on 50% of projected 2006 expenses of

$148,872 and 50% of the projected 2007 expenses of $404,107. San Gabriel based

the  projected 2007 increase  on a  comparison of the  es timated chemical costs  of

9
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operating the upgraded plant with the Cucamonga Valley Water District's costs

of operating a similar water treatment plant.

In response to discovery by DRA, San Gabriel indicated that the projected

in-service date for the Sandhill plant upgrade is not until August 2007 which is

after the end of TY 2006-2007. Therefore, DRA recommends that the chemical

costs for the Sandhill plant for TY 2006-2007 be based on San Gabriel's projected

2006 pre-update cost of i8148,872, resulting in a $128,000 reduction to

San Gabriel's proposed chemical expense.

We agree with both parties. We should avoid including an expense in the

test year which will not be incurred in the test year. However, we should not

deny the known expense in the escalation year. To resolve the issue, we will

amortize the two years of the expenses over the three year period. Therefore, we

will reduce San Gabriel's chemical expense by $42,700. ($128,000 + 3 = $42,700

(rounded).) The reasonable expense is $637,410.

B. Other Expenses

1. Escalation Factors

For the majority of the 0&M expenses and Administrative &; General

expenses, other than payroll, San Gabriel forecasted expenses utilizing a

five-year average of recorded data from 2000-2004, adjusted to 2004 dollars, and

applied escalation factors in determining future amounts. In applying escalation

factors for the test year and escalation years, San Gabriel utilized June 30, 2005

publications from the DRA Energy Cost of Service Branch (ECSB). DRA

recommended that San Gabriel utilize the more recent ECSB memorandum,

dated September 30, 2005 to update the inflation factors, and San Gabriel has

agreed.

_10-
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2. Materials and Supplies Expense

DRA did not take  is sue  with the  projected amount of ma te ria ls  and

supplies  expense  included by San Gabrie l, which was based on five~year average

expense  leve ls , esca la ted to tes t year dolla rs . Using the  updated September 30,

2005 esca la tion factors , DRA's  recommendations  for mate ria ls  and supplies

expenses are: $142,300 for operations, $282,900 for maintenance and $40,300 for

administrative and general expenses. These amounts are '831,500, $3,100, and

$400 higher than San Gabrie l's  proposed amounts , respective ly. San Gabrie l

does  not object, DRA's  recommenda tion is  adopted.

3. Transportation Expense

San Gabriel's  projected TY 2006-2007 O8zM expenses include $628,306 for

transporta tion expenses , which include  a  1% esca la tion increase  each year from

2005-2007 to adjus t for the  purchase  of additiona l vehicles . Afte r discuss ions

with company employees , DRA says  San Gabrie l has  not based the  1% on any

ca lcula tions  or s tudies . Thus , the re  is  no support for the  additiona l 1% increase

factor. DRA recommends a  TY 2006-2007 expense  of $619,323, which is  a

re duction of $8,983,re flecting the  removal of the  additiona l 1% annual increases  .

DRA's  re comme nda tion is  a dopte d. ,

4. P os ta ge

In projecting TY 2006-2007 postage  expense , the  company applied

non-labor escala tion ra tes  as  well as  the  5.4% postage  ra te  increase . DRA agrees .

5. Outside Services Expense -
Other than Legal Expenses

The  maintenance  expense  e lement of outs ide  se rvices  va ries  directly with

the  a mount of h s ica l le nt. Sa n Ga brie l incre a se d to $187,100 the  re corde dP  y P

year 2004 maintenance  expense  amount to re flect both increases  in plant and
g
l

11 .-
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non-labor e sca la tion ra tes . DRA recommended reducing maintenance  expense

by $9,900 to re flect DRA's  proposed disa llowance  of new wells  and emergency

genera tors  and DRA's  applica tion of more  recent e sca la tion factors . DRA a lso

disagreed with San Gabrie l's  jus tifica tion tha t the  cos t of ma inta ining ma ins ,

se rvice  connections , and hydrants  will increase  as  the  number of units  of such

plant increases , DRA es timated this  cos t based on a  s imple  five-year average

with no re flection of the  increas ing number of such facilitie s .

San Gabrie l a rgues  tha t maintenance  expense  necessarily varies  with the

volume  of plant to be  ma inta ined. As  quantitie s  of plant increa se  ove r time , it is

unrea lis tic to e s tima te  future  maintenance  cos t sole ly on a  s imple  five -year

ave rage . We  agree . As  we  a re  not disa llowing new we lls  and gene ra tors ,

San Gabrie l's  es timate  of this  expense  item is  more  reasonable  than tha t of DRA,

a nd is  a dopte d.

6. Dutside Services - Legal Expenses

a) Non-Perchlorate-Related
Legal Expenses

San Gabrie l es timated $287,795 in TY 2006-2007 for non-perchlora te  re la ted

legal costs , based on a  ten-year average expense  level, infla ted to 2004 dollars ,

then escala ted to TY 2006-2007 utilizing the  June 2005 escala tion factors .

DRA reviewed the  lega l cos ts  included in each of the  10 yea rs  included in

the  ca lcula tions  and de te rmined the re  was  a  s ignificant impact from us ing ea rly

yea r expenses  on the  going-forward cos t e s tima tes . Ana lys is  shows  tha t the

esca la ted cost for the  two oldest years , 1995 and 1996, a re  s ignificantly higher

than any of the  othe r yea rs  re flected. DRA recommends  tha t non-pe rchlora te

re la ted lega l costs  be  computed on a  recent five-year average , infla ted to 2004

dollars  and esca la ted to the  2006-2007 tes t year level us ing the  updated,
r

1

I
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September 30, 2005 esca la tion factors . This , it a rgues , is  consis tent with the

five -yea r ave raging methodology used for othe r accounts  and removes  the

impact of abnorma l cos t leve ls . The  re sult is  DRA's  recommended

non-perchlorate  re la ted legal costs  of $151,972, which is  $135,824 less  than the

amount proposed by the  company.

San Gabrie l mainta ins  tha t it requires  outs ide  counse l to ass is t in the

asse rtion and protection of wa te r rights , the  pursuit of cla ims  aga ins t those

re spons ible  for groundwate r pollution and aga ins t gove rnmenta l agencie s  for

se rvice  duplica tion, de fense  aga ins t lega l cla ims  brought by others , and complex

matte rs  involving rea l prope rty, easements , franchises , rights  of way, company

opera tions , and regula tory issues .

The  pres ident of the  company te s tified tha t the  va riability of lega l is sues

a nd of lega l fees  from year to year jus tifies  San Gabrie l's  re liance  on ten years '

a ctivity and lega l expenditure s , a llowing a  norma lized projection of gene ra l lega l

expenses . He  tes tified tha t in the  firs t 11 months  of 2005, the  Fontana  Divis ion

had incurred lega l fee s  unre la ted to groundwa te r contamina tion or this  GRC tha t

exceeds San Gabrie l's  test year estimate , and he expects  the  full-year cost for 2005

to be  much higher than tha t e s tima te .

Outs ide  legal expense  is  not as  susceptible  to forecasting as  the  more

routine  forecas t of maintenance  expense  or payroll cos ts . Lega l fees  can come in

chunks  - high in one  ye a r, low in Me  ne xt ye a r. To provide  for the  poss ibility of

high fees  we  will adopt San Gabrie l's  e s tima te , but to a lso provide  for the

poss ibility of average  expense  we  will require  San Gabrie l to crea te  a

memorandum account to record outs ide  lega l expenses , capped a t $287,795.

Money not reasonably expended sha ll be  re turned to the  ra tepayers .

- 13
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b) Perchlorate-Related
Legal Expenses

San Gabrie l's  witness  tes tified tha t San Gabrie l has  spent considerable

sums  on lega l representa tion to pursue  its  cla ims  aga ins t groundwate r pollute rs

including $939,000 in legal fees and expenses in 2003, $755,000 in 2004, and

$558,000 in the  firs t s ix months of 2005. He expects  such legal fees  to increase

sha rply due  to complex litiga tion aga ins t pollute rs  in the  Fontana -Ria lto a rea

San Gabrie l has  been a  very active  participant in the  Inland Empire  Perchlora te

Task Force , which includes  three  other a ffected wate r purveyors  in the  Fontana

Rialto, and Colton area , s ta te  agencies , and specia lized legal counsel, engineers

and consultants . He  te s tified tha t much rema ins  to be  done  to require  the

pollute rs  to imple me nt a  cle a n-up of groundwa te r supplie s  conta mina te d with

pe rchlora te . San Gabrie l proposes  to apply future  recove rie s  in the  WQMA and

account for the  inves tments  as  contributions  for the  benefit of ra tepayers

Perchlora te  re la ted lega l expenses  a re  currently accounted for through the  Water

Qua lity Litiga tion Ba lancing Account and a re  not factored into base  ra te s . DRA

recommends  tha t this  me thodology continue , and tha t amounts  recorded in the

Wate r Qua lity Litiga tion Ba lancing Account continue  to be  de fe rred until the

outcome of the  a ssocia ted lega l expenditures  and litiga tion a re  known

The  me thodology should continue  but may be  amortized in the  next ra te

7. Utilities and Rents Expense

San Gabrie l's  O&lvI expenses for TY 2006-2007 include $88,200 for Utilities

and Rents , based on the  actual 2004 amount, escala ted to the  test year level

Replacing the  actua l 2004 amount with the  five -year average  leve l (infla ted to

2004 dollars) and escala ted to TY 2006-2007 while  using San Gabrie l's  proposed

1 4
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esca la tion factors results  in a  Utilities  and Rents  expense  of $88,892. DRA's

recommended amount for Utilitie s  and Rents  is  $89,100. The  diffe rence  be tween

DRA's  recommended amount and tha t proposed by San Gabrie l is  due  to DRA's

use  of more  recent esca la tion factors . San Gabrie l agrees  with DRA, as  do we; it

will be  a dopte d.

8. Labor Costs

San Gabrie l's  filing included payroll expense  for TY 2006-2007 of

$5,061,200. In projecting payroll expense , San Gabrie l began with the  actua l

employee  monthly sa la ries  as  of ]ume 1, 2005. It added a ll vacant pos itions  as  of

tha t da te  a s  though they were  comple te ly filled and added proposed new

employee  pos itions . The  resulting amounts  were  esca la ted to TY 2006-2007 by

applying the  June  1, 2005 ECSB Compensa tion per Hour Index; many pos itions

were  a lso increased by s tep increases.

DRA's recommended payroll expense for TY 2006-2007 is  $4,516,000, a

re duction of 8545,200 from the  compa ny's  filing. DRA ma de  the  following

revis ions  to San Gabrie l's  ca lcula tions : (1) removed 11 vacant pos itions ,

(2) replaced the  Compensa tion pe r Hour Index with ECSB's  labor infla tion ra te s

published in September 2005; (3) removed the  s tep increases; (4) replaced wages

for newly filled pos itions  with the  actua l s a la ry amounts ; (5) removed five  of the

12 proposed new pos itions ; and (6) removed four additiona l proposed new

Wate r Trea tment Opera tor Ills  and recommended advice  le tte r recove ry for

the se  four new pos itions .

In D.05-07-044, issued in San Gabrie l's  Los  Angeles  County divis ion GRC,

the  Commiss ion adopted DRA's  pre fe rence  for ECSB's  labor infla tion ra tes

ra the r than ECSB's  Compensa tion pe r Hour Index to forecas t in-house  labor

expense . In tha t light, San Gabrie l has  agreed to use  the  ECSB labor infla tion

... 15
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ra tes , the reby reducing its  proposed revenue  requirement for TY 2006-2007 by

about $94,800, while  a lso agree ing to apply the  September 2005 vers ion of the

ECSB esca la tion factors . Consequently, the  proposed DRA disa llowance

$450,000

a) Existing Positions

The payroll ca lcula tion used by San Gabrie l in projecting the  TY 2006-2007

payroll expense  a ssumed tha t a ll exis ting vacant pos itions  were  filled. As  of the

da te  of the  filing was  prepared, San Gabrie l had 13 vacant pos itions . As  of

November 14, 2005, 12 of the  exis ting pos itions  included in the  filing were

vacant. DRA recommends  tha t the  12 pos itions  tha t were  vacant a s  of November

14, 2005 be  removed in de termining TY 2006-2007 payroll expense  as  it is  normal

to have  some  leve l of vacancie s  in any given pe riod. In addition, for new

employees  tha t had been hired from the  da te  of the  company's  filing through

November 14, 2005, DRA replaced the  projected sa la ry included in the  filing

with the  a ctua l a mount

DRA's  recommenda tion to remove  the  vacant pos itions  is  adopted. It is

cons is tent with our decis ion in the  recent Los  Ange les  Divis ion ra te  case

D.05-07-044. In tha t decis ion, we  did not include  the  vacant pos itions , indica ting

tha t adjus tments  should not be  made  for tempora ry vacancies  absent a  showing

of extraordina ry circums tances . The  decis ion a lso indica ted tha t mos t utilitie s

will have  vacancies  and "to the  extent the re  were  vacancies  in the  recorded year

we should assume there  will a lso be  comparable  vacancy savings  in the  tes t year

and escala tion years . (D.05-07-044 a t p. 10.)

b) New Positions

In a ddition to a s suming tha t a ll va ca nt pos itions  would be  fille d by the

s ta rt of the  tes t year, the  company has  a lso included costs  associa ted with 12 new
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•

•

•

•

•

•

pos itions . The  new pos itions , a long with the  projected hire  by da te s  included in

the  filing, a re  a s  follows :

Safety Specia lis t (July 2006);

Customer Serviceman (January 2007);

Meter Reader (January 2007);

Water Trea tment Supervisor (July 2006);

Six Wate r Trea tment Opera tor Ills  (July 2006);

Plant Maintenance  Man A (January 2007); and

Water Treatment Opera tor (July 2006) .
(Ex. 45, pp. 3-7, 3-8.)

DRA recommends  tha t five  of the  proposed 12 new pos itions  be  removed,

cons is ting of: two of the  s ix propose d ne w Wa te r Tre a tme nt Ope ra tor Ill

pos itions , new me te r reading pos ition, new cus tomer se rviceman, and new

Wate r Trea tment Supe rintendent. For the  rema ining four Wa te r Trea tment

Ope ra tor III pos itions  tha t DRA re comme nds  a llowing, DRA re comme nds  the

associa ted costs  be  removed from the  determination of the  TY 2006-2007 costs

and be  a llowed for recove ry via  advice  le tte r a fte r (and if) the  Sandhill trea tment

pla nt upgra de  is  up a nd running a nd the  pos itions  a re  a ctua lly fille d.

As  of November 14, 2005, San Gabrie l employed four Water Trea tment

Ope ra tor Ills , plus  it ha d two va ca nt Wa te r Tre a tme nt Ope ra tor Ill pos itions .

The  Ca lifornia  Department of Hea lth Se rvices  (CDHS) requires  the  company to

s ta ff the  Sandhill plant, a fte r upgrades  a re  comple te , with two Wate r Trea tment

Opera tors  with Grade  III ce rtifica tion or above  for 24 hours  a  day, seven days  a

week. The  Sandhill plant currently is  not s ta ffed from 12:00 p.m., to 7:00 a .m.,

and on Sa turdays  and Sundays  only one  individua l is  employed for 8 hours  each

day. The  Company expla ined tha t it needed the  equiva lent of 8.4 wa te r

•
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trea tment ope ra tors  to ma inta in adequa te  s ta ffing, in compliance  with CDHS

requirements  on a  "24/7" ba s is . To account for s ick le ave  and vaca tion time , it

require s  ten ope ra tor pos itions  for full s ta ffing. DRA recommends  tha t the  ea s ts

associa ted with new Opera tor III pos itions  be  removed from base  ra te s  and

recovered via  advice  le tte r a fte r the  Sandhill plant is  in ope ra tion and the

pos itions  a re  actua lly filled. The  Company has  included these  pos itions  a s

though they were  hired before  July 2006, the  s ta rt of TY 2006-2007. The  company

ha s  indica te d tha t the  Sa ndhill pla nt upgra de  will not be  in s e rvice  until

August 2007, outs ide  of TY 2006-2007. Consequently, DRA argues  the  associa ted

payroll cos ts  should not be  included in the  TY 2006-2007. San Gabrie l responds

tha t the  new wate r trea tment opera tors  a re  absolute ly essentia l, and mus t be

hired be fore  the  upgrades  a re  comple ted in orde r to undergo necessa ry tra ining

If the  Sandhill plant is  running by Augus t 2007, it is  necessa ry to employ

tra in, and qua lify a ll the  ope ra tors  prior to s ta rt-up. Tha t tra ining is  expected to

take  three  to s ix months . We see  no reason to require  an advice  le tte r filing to

recover these  cos ts , but because  the  new employees  will be  working less  than

ha lf a  ye a r in the  te s t ye a r we  will dis a llow one  pos ition. Five  a dditiona l Wa te r

Tre a tme nt Qpe ra tor Ills  will be  a uthorize d

DRA would disa llow one  me te r reade r pos ition, one  cus tomer se rvice

pos ition, and one  wate r trea tment superintendent because  labor cos t e sca la tion

should cover the  increased payroll cos ts . Cus tomer se rvice  and needed

supe rvis ion a re  da y to da y que s tions  pa rticula rly within the  re la tionship of the

company to its  cus tomers . We  a re  not in the  bus iness  of micro-managing Class

A wa te r utilitie s . DRA's  re comme nda tion is  re je cte d

1 8
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c) Employee Step Increases

In addition to applying the ESCB's Compensation per Hour Index to the

June 1, 2005 salaries, San Gabriel has included step increases for numerous

positions. This results in a overstatement of labor expense. In the recent

Los Angeles Division GRC (D.05-07-044 at p. 10.), the Commission determined

that step increases should be removed. We will follow D.05-07-044 and eliminate

step increases

d) Escalation Factors

DRA reduced projected payroll expense for both existing and new

employees by substituting ECSB's September 2005 Labor Inflation Rates for

San Gabriel's use of ECSB's June 2005 Compensation per Hour Index

San Gabriel agreed to apply the more recent escalation factors, which we adopt

9. Employee Pensions and Benefits

a) Vacation, Holidays and Sick Leave

San Gabriel proposed $828,000 for payroll expenses related to vacation

holiday, and sick leave. After applying DRA's recommended revisions

vacation, holiday, and sick leave expenses are reduced by $90,000. The company

agrees with DRA that this cost element should be adjusted to match any

disallowance of staffing increase. We will adjust this category to reflect our

adopted revisions to payroll

b) 401(k) Costs

San Gabriel calculated $301,639 for 401(k) expenses for TY 2006-2007. The

amount was calculated based on the estimated 2005 company contribution rate

of 7.34%. DRA agrees San Gabriel's use of the 7.34% contribution factor is

reasonable. We will change the escalation factor from the Compensation per

1 9
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Hour Index to the  Labor Infla tion Ra te  and reca lcula te  the  expense  based on our

a dopte d re vis ions  to pa yroll.

c) Health and Dental Insurance

For hea lth insurance  expenses , San Gabrie l infla ted the  2005 premiums by

an assumed increase  of 14.19%; and for denta l insurance  expenses  by infla ting

the  2005 premiums by an assumed increase  of 6%. DRA agrees  with

San Gabrie l's  foreca s ts  and me thodology. We  will modify the  hea lth and denta l

insurance  expense  to re flect the  impact of our revis ions  to payroll.

10. Injuries and Damages

San Gabrie l's  projected TY 2006-2007 injuries  and damages  and property

insurance  expense  is  $626,600. This  includes  costs  for an umbre lla  insurance

policy cove ring ge ne ra l lia bility, a utomobile  lia bility a nd prope rty da ma ge s , a nd

workers ' compensa tion premiums. Gr the  tota l $626,600, $12,300 is  for property

insurance , $390,000 is  for workers ' compensa tion insurance , and the  remainder is

for lia bility.

a) Business Property and
Umbrella Liability Insurance

San Gabrie l's  filing includes  $236,600 for non-workers ' compensa tion

($626,6()0 tota l amount - $390,000 for workers ' compensa tion) re la ted injuries  and

damage  cos ts , cons is ting of bus iness , prope rty, and liability insurance . In

de te rmining the  cos ts  a ssocia ted with the  umbre lla  insurance  policy cove ring

ge ne ra l lia bility, a utomobile  lia bility, a nd prope rty damages,San Gabrie l's

TY 2006-2007 estimate  was based on the  actual 2005 invoiced amount, escala ted

by 10% for 2006 and 2007. The  10% esca la tion ra te  is  consis tent with insurance

cost esca la tions  DRA's  consultants  have  seen in recent years , and DRA finds  the

factor to be  reasonable . DRA accepts  San Gabrie l's  projected insurance  costs .

/

f'

\
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b) Workers' Compensation Insurance

San Gabrie l projects  worke rs ' compensa tion insurance  premiums  for its

Fontana  Divis ion of $390,000 in TY 2006-2007, an amount which includes

increases  due  to two factors : increased payroll and a ssumptions  rega rding its

expe rience  modifica tion factor (Ex Mod).

The  Ex Mod is  a  pe rcentage  factor applied to the  de te rmined premiums ,

which e ithe r ra is e s  or lowe rs  the  pre mium for individua l compa nie s . According

to San Gabrie l, its  insurance  broker ca lcula ted tha t San Gabrie l's  Ex Mod will

increase  from 83% to 92% effective  July 1, 2005. This  is  an increase  of 10.8%,

which will increa se  the  colnpany's  worke rs  compensa tion insurance  premium by

the  same  pe rcentage . In its  ca lcula tions  for the  following plan yea r, the  yea r

beginning July 1, 2006, San Gabrie l increased the  Ex Mod factor to the  full 100% .

DRA cla ims  tha t the  100% Ex Mod factor is  incons is tent with actua l experience

for San Gabrie l.

DRA reca lcula ted the  projected workers ' compensa tion insurance  expense .

Firs t, DRA replaced the  company's  projected percentage  increase  in overa ll cos ts

with the  overa ll pe rcentage  of payroll cos t increase  recommended by DRA based

on its  payroll adjus tments  previous ly discussed. Second, DRA removed the

company's  projected Ex Mod factor of 100%, to re ins ta te  the  mos t recent Ex Mod

factor of 92%. The  result is  a  recommended TY 2006-2007 workers '

compensation insurance expense of 88333, 600, which is $56,400 less than the

amount proposed by San Gabrie l.

Additiona lly, over each of the  las t three  years , San Gabrie l has  rece ived

re funds  of its  worke rs  compensa tion expense  payments . These  re funds  have

been flowed by San Gabrie l to re ta ined ea rnings  and a re  not factored into the

workers ' compensa tion expense  ca lcula tion. The  annua l re funds  for each of the

/

4

21



A.05-08-021, 1.06-03-001 CoM/JB1/jt2

/

las t three  years  for the  Fontana Divis ion were  $1,754 in 2005, $51,150 in 2004 and

$17,988 in 2003. As  ra tepayers  pay the  cos ts  of workers ' compensa tion insurance

in ra tes , they should a lso rece ive  the  benefit of the  re funds  rece ived by

San Gabrie l for such insurance  cos ts , DRA recommends  tha t the  worke rs

compensa tion expense  be  offse t by the  three-year average  of re funds  rece ived, or

$24,000

A San Gabrie l witness  tes tified tha t for seven of the  pas t ten years

San Gabrie l's  Ex Mod factor has exceeded 100%. Because a  100% factor

represents  the  s ta tewide , indus try-specific average  loss  ra te  in a  given year

us ing a  100% Ex Mod is  equiva lent to norma lizing worke rs ' compensa tion

insurance  expense  - an appropria te  approach for es timating tes t year cos ts

We  will modify San Gabrie l's  worke rs ' compensa tion expense  by adjus ting

for the  payroll increase  which we  have  adopted and by offse tting the  expense  by

the  three -year average  of re funds  rece ived, $24,000. We will not adjus t the

Ex Mod factor as  reques ted by DRA. For seven of the  pas t ten years  it has

/

11. Regulatory Commission Expense

San Gabrie l's  filing includes  TY 2006-2007 regula tory commiss ion

expenses  of $191,400. Included is  $187,333 for the  amortiza tion over three  years

of San Gabriel's  projected $562,000 cost for this  ra te  case. The $562,000 cost

includes  $390,000 for outs ide  lega l fees . DRA agrees  with this  expense  and its

a mortiza tion. It is  a dopte d

12. Uncollectibles and Franchise Fees

San Gabrie l projects  uncollectible  expenses  based on a  five-year average

uncollectible  ra te  of 0,2850%. Cons idering the  cons is tent annua l decline  in the

uncollectible  ra te , DRA recommends  the  la s t two-year average  be  used in for

22
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de te rmining uncollectible  expense . DRA and San Gabrie l have  agreed to the  use

of a  two-year average ra te  of 0.1951 Oo. San Gabrie l's  originally proposed

uncollectible  expense  was  $123,600. DRA's  recommended uncollectible  expense ,

based on the  DRA projected 2006-2007 revenues a t present ra tes  and DRA's

proposed uncollectible  factor of 0.1951 %, is  $85,800. DRA's  recommendation is

adopted, modified to re flect our projected revenue .

San Gabrie l incorporated franchise  fee  expenses  based on a  five-year

recorded average  franchise  fee  ra te  of 0.8091%. DRA and San Gabrie l have

agreed tha t this  ra te  is  reasonable . It is  adopted.

/

VII. General Office Allocation

The genera l office  a lloca tion consis ts  of common expenses  tha t a re  not

directly ass igned to an opera ting divis ion. These  cos ts  a re  a lloca ted be tween the

Los  Ange les  Divis ion and the  Fontana  Divis ion based on a  four-factor a lloca tion

formula . DRA accepts  San Gabrie l's  a lloca tion. It is  adopted.

VIII. Taxes

A. Income Taxes

|

r
l

The difference  in income taxes  es timated for TY 2006-2007 be tween DRA

and San Gabrie l are  due to the  differences in revenues, expenses, and ra te  base ,

and San Gabrie l's  fa ilure  to re flect the  impacts  of the  American Jobs  Crea tion Act

of 2004 on its  income tax expense .

The  American Jobs  Crea tion Act of 2004 provides  for a  deduction equa l to

3% of qua lified production activities  income in 2005 and 2006 and 6% of

qua lified production activitie s  income  in 2007 and 2008. Under the  Act, the

production of potable  wa te r, including the  acquis ition, collection, and s torage  of

raw wa te r, qua lifie s  a s  a  production activity to which the  deduction is  applicable .

As  the  applicable  deduction is  3% for 2006 and 6% for 2007, DRA utilized an

23
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average deduction ra te  for TY 2006-2007 of 4.5%. San Gabrie l has  es timated the

percentage  of its  ne t income applicable  to production activitie s  to be  51.9%. DRA

has reviewed these  es timates  and finds  them reasonable .

The  applica tion of the  51.9% production activitie s  factor to DRA's

ca lcula ted taxable  income a t present ra tes , a long with the  applica tion of the  4.5%

average  deduction ra te , results  in a  $246,100 reduction to taxable  income. In

flowing through the  impact of the  2004 Act, the  51.9% production activitie s  factor

should be  applied to the  ultima te  taxable  income for fede ra l income taxes

re s ulting from this case, with the  average  4.5% deduction ra te  then applied to

de te rmine  the  production activitie s  deduction for income  tax purposes . This  a lso

impacts  the  ne t-to-gross  multiplie r, reducing the  e ffective  FIT ra te  to 34.18%

San Gabrie l disagreed with the  applica tion of this  adjus tment s ta ting tha t

the  Commiss ion should ope n a n OII or Grde r Ins tituting Rule ma king (OIR) to

ana lyze  the  tax legis la tion and IRS guidance  for ra temaking purposes . DRA says

the  Company would have  the  Commiss ion ignore  this  tax deduction and ignore

the  re duction in income  ta xe s  tha t will re sult until some  unknown future  da te .

This  is  ne ither reasonable  nor appropria te . The  2004 Act is  a lready in e ffect, was

in e ffect for tax yea r 2005 and beyond, and includes  the  production of portable

wa te r a s  an item of qua lified production income  to which the  deduction is

applied. San Gabrie l points  out tha t the  Commiss ion did not apply the  impacts

of the  2004 Act in the  Company's  recent Los  Angeles  Divis ion ra te  case

(D.05-07-044), and tha t it should not devia te  from its  pas t precedent. D.05-07-044

is  irre levant in this  ins tance . D.05~07-044 was based on TY 2004-2005. The Act is

in e ffect for TY 2006-2007 and is  a  benefit tha t is  ava ilable  to San Gabrie l. We

a dopt DRA's  re comme nda tion.

,r

1
'
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DRA ca lcula ted tax deprecia tion for s ta te  and fede ra l income  tax by

applying the  ra tio of DRA's  e s tima te  of ne t plant to San Gabrie l's  e s tima te  of ne t

plant, to San Gabrie l's  tax deprecia tion es timate

In ca lcula ting the  inte re s t deduction, DRA used its  recommended ra te

base , multiplied by DRA's  re commended we ighted cos t of debt of 3.39% The

inte re s t deduction is  de te rmined by applying the  we ighted cos t of debt to the

fina l ra te  base . The  Company has  agreed tha t this  is  the  correct me thodology

Since  DRA has  reached a  se ttlement with the  Company on capita l s tructure  and

rate  of re turn, the  resulting weighted cost of debt for TY 2006-2007 is  3.39 %

based on the  average  of the  2006 and 2007 weighted cost of debt presented in

Joint Exhibit 85. In the  Joint Comparison Exhibit, Exhibit 88, DRA's  fina l pos ition

reflects  the  inte res t deduction based on DRA's  recommended ra te  base  and the

se ttled upon we ighted cos t of debt of 339% for TY 2006-2007. DRA and

San Gabrie l a re  in agreement on the  methodology for ca lcula ting the  inte res t

deduction for income tax purposes  and on the  we ighed cos t of debt ra te  to use

The  only remaining diffe rence  is  the  ra te  base  amounts  to which the  we ighted

cos t of debt is  applied

B. Other Taxes

Taxes  Othe r Than Income include  ad va lorem taxes  (property tax) and

payroll taxes . San Gabrie l included in TY 2006 - 2007, $1,034,500 for ad va lorem

taxes  and $491,800 for payroll taxes . DRA's  recommended TY 2006-2007

ad valorem taxes are  $766,200 and payroll taxes are  $431,700

DRA's  a d va lore m figure  diffe rs  from Sa n Ga brie l's  due  to DRA's  diffe re nt

ra te  base  es timates , which a re  discussed la te r. Payroll taxes  include  Socia l

Security tax, Fede ra l Insurance  Contribution Act (PICA), Fede ra l Unemployment

Tax Assessment (FUTA), and Sta te  Unemployment Tax Assessment (SUTA)
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DRA's  recommended TY 2006-2007 payroll tax expense  is  $431,700, which

is  $60,000 less  than the  amount proposed by San Gabrie l. DRA's

re comme nda tion flows  through the  impa cts  of DRA's  re comme nde d

adjus tments  to payroll. San Gabrie l and DRA agree  on the  amount for Othe r

Taxes  except for payroll. We  adopt the ir re commenda tion but will use  our

inde pe nde nt findings  on pa yroll.

a

lx. Components of Rate Base

A. Current Water Supply System

1. Overview

San Gabrie l's  Fontana  Divis ion serves  approximate ly 43,000 cus tomers

with approximate ly 46,000 acre -fee t per year. The  sys tem has  37 wate r

production we lls  with a  peak ava ilable  production of 71 mud, 12 s torage

reservoirs  with an aggrega te  usable  s torage  capacity of 28.4 million ga llons ,

one  wa te r filtra tion plant (Sandhill) with a  capacity of 17 mud, and

a pproxima te ly 3.4 million fe e t of dis tribution a nd tra nsmis s ion pipe line s . It ha s

a  summer peak day demand of approxima te ly 67 mud and a  fire  flow s torage

requirement of approxima te ly 2.5 million ga llons . It ha s  been expe riencing an

average  growth of approximate ly 1,300 new cus tomers  per year and expects  this

growth ra te  to continue .

Most of the  controversy affecting ra te  base  es timates  concerns

San Gabrie l's  planned inves tments  in utility plant. Assess ing the  need for these

inves tments  depends  on unde rs tanding the  current wa te r supply sys tem se rving

Fontana  Divis ion cus tomers  and the  extent to which utility plant additions  a re

required to mee t base  load and peak demand re liably and e fficiently and in

compliance  with CDHS Sa fe  Drinking Wate r Act requirements .

26
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2. Water System Master Plan

The  Fontana  Divis ion is  confronted with increa sed demand throughout its

se rvice  a rea  as  the  result of rapid new deve lopment. Recognizing the  need for an

upda ted plan to addre ss  the  growing demands  on its  wa te r supply and

dis tribution sys tem, in October 2003, San Gabrie l re ta ined an engineering firm

tha t specia lizes  in water sys tem des ign to prepare  a  comprehensive  Water

Mas te r Plan. Tha t Mas te r Plan includes  a  wa te r demand forecas t mode l and a

hydra ulic wa te r dis tribution sys te m mode l to a na lyze  future  sys te m de ma nds

and corre sponding infra s tructure  requirements . The  ana lys is  identified a reas

within the  Fontana  Divis ion's  se rvice  a rea  tha t will require  new sources  of wa te r

supply, a dditiona l s tora ge  to provide  ope ra tiona l fle xibility a nd to provide  for

peak demands  and/ or fire  flow requirements , and new boos te r plant facilitie s

The  Mas te r Plan reviewed exis ting sources  of supply and the  ability to

comply with curre nt a nd propose d s ta te  a nd fe de ra l drinking wa te r

requirements , including revis ions  to the  fede ra l Sa fe  Wate r Act, the  fede ra l

Unre gula te d Conta mina nt Monitoring Rule  (UCMR), de ve lopme nt of a

vulnerability assessment, deve lopment of an emergency response  plan, the

Dis infectant/ Dis infection By-product Rule  (D/ DBPR), S ta te  UCMR, the

Drinking Wate r Source  Assessment and Protection (DWSAP) Program and the

inte rim Enhanced Surface  Water Trea tment Rule  (ESWTR)

The  Mas te r P lan addressed the  rapid growth in the  undeve loped northe rly

portions  of Fonta na  Divis ion's  s e rvice  a re a  a nd a dditiona l indus tria l growth in

the  southe rly a rea s , both of which will require  additiona l wa te r supplie s  to mee t

cus tomer demand and increased fire  flow requirements . The  increased wa te r

demand in the se  a rea s  will require  new we lls  a long with new re se rvoirs  (for fire
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flow requirement and peak demand), boos te r pumps , and transmiss ion and

dis tribution pipe lines  to provide  necessa ry flows  a t appropria te  pre ssures .

According to the  Mas te r P lan, approxima te ly 25 mud of additiona l

groundwate r supply is  needed by the  year 2010 in order to mee t increased

demands  and to increase  the  re liability of the  sys tem. The  Mas te r Plan

recommends  tha t the  Fontana  Divis ion increase  its  wa te r se rvice  re liability

during emergency s itua tions  when we lls  a re  unexpectedly taken out of se rvice .

Emergency s itua tions  can include  contamina tion and extended power outages ,

which can cause  up to three  wells  to be  placed out of se rvice . The  Maste r Plan

recommends  tha t the  Company have  redundant we ll capacity for a t le a s t

three  2,000 rpm we lls . The  Mas te r P lan recommends  a  tota l of e ight new

groundwa te r production we lls  (including thre e  we lls  to provide  re dunda nt we ll

capacity), each with a  capacity of approxima te ly 2,000 rpm, for a  tota l capacity of

approxima te ly 16,000 rpm, be  ins ta lled prior to 2010.

In the  short te rm, the  Mas te r P lan includes  budge ting for the  ins ta lla tion of

groundwate r production we lls , re se rvoirs , boos te rs , a  comple te  Supe rvisory

Control a nd Da ta Acquis ition (SCADA) sys te m, groundwa te r tre a tme nt

fa cilitie s , a nd improve me nts  to the  Sa ndhill pla nt to ma inta in a nd improve  wa te r

se rvice  re liability. The  Fontana  Divis ion's  mos t re liable  source  of supply is

groundwa te r produced from the  Chino Bas in. Emphas is  was  placed on this

source  of supply to addre ss  anticipa ted wa te r demands . A comple te  SCADA

s ys te m will improve  ope ra tion e fficie ncy a nd re lia bility. Individua l proje cts  a re

discussed be low.

The  Mas te r Plan concluded, among othe r things :

Tha t the  Fontana  Divis ion has  a  current de ficiency of 19 mud
unde r drought conditions , re quiring cons truction of ne w a nd
replacement we lls  tha t will produce  a t leas t 25 mud as  we ll a s
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cons truction of a  7 mud pe rchlora te  tre a tme nt fa cility tha t will
trea t three  contamina ted we lls , in orde r to ove rcome  the  current
de ficiency, mee t yea r 2010 maximum day demands  under
drought conditions , a nd provide  s ufficie nt re dunda ncy during
emergency inte rruptions  .

Tha t eva lua tion of required s torage  capacity to mee t pressure
and supply equa liza tion, fire  suppress ion, and emergency
needs  indica tes  current capacity shortages  in the  Base line  and
Highland Zones , which will grow by 2010 to 4.5 mg and 1.4 mg,
re spe ctive ly.

Tha t cons truction of new reservoirs  a t s ix specified s ites , some
of which will provide  ba ckup whe n prima ry re s e rvoirs  a re  s hut
down for repa ir and ma intenance , will ove rcome  s torage
shortages  projected for 2010 and will provide  e ffective  s torage
re liability in the  Highland, Base line , and Alde r Zones .

DRA recommends  tha t: cos ts  for seven of the  e ight reques ted new we lls

be  disa llowed a long with the  a ssocia ted plant additions ; five  of the  nine

reques ted new rese rvoirs  be  disa llowed a long with the  a ssocia ted plant

additions ; the  Sandhill plant project cos ts  included in plant by San Gabrie l

beginning in 2005 be  removed from plant; the  2008 perchlora te  trea tment cos ts

be  e xclude d from Compa ny funde d pla nt a nd include d in pla nt whe n it is

known and measurable  a s  contributed plant, and the  proposed cos t for ma ins  be

adjus ted to re flect an his torica l leve l of expenditure s .

The  bas is  for DRA's  recommenda tion is  tha t "the  Company's  reques t for

additions  to plant appea rs  to be  s tructured on the  Company's  need to mee t its

peak day demand. While  the  Company mus t have  sufficient re sources  to mee t

its  peak day requirements , it is  not appropria te  for ra tepaye rs  to fund facilitie s  to

produce  tha t requirement on a  da ily bas is . A sys tem tha t produces  the  peak day

demand would have  excess  capacity tha t is  not used and use ful to ra tepayers

ove r the  ra te  pe riod. Alte rna tive  sources  of supply, such a s  the  outs ide
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purchases  and emergency purchases  re lied on in the  pas t, should be

incorpora ted in the  Company's  foreca s t." (DRA Opening Brie f, 37-38.)

DRA notes  tha t the  Company's  Mas te r Plan e s tima tes  a  peak demand

requirement of 73.8 mud, which is  we ll in excess  of the  2005 peak demand of

66 mud. Based on the  Mas te r P lan, the  ava ilable  supply from we lls  was  59 mud,

to which DRA adds  the  we lls  back in se rvice  tha t increase  supply by 17.4 mud,

plus  2.9 mud for the  we ll which DRA re comme nds  be  a llowe d, re sulting in a

tota l s upply from we lls  a lone  of a pproxima te ly 79.3 mud. This  s upply from

we lls  doe s  not include  the  supply from Lytle  Cre e k flow or purcha se s . The

supply e xce e ds  the  Ma s te r P la n re quire me nt of 73.8 mgdby5.5 mud. DRA

concludes  tha t the  Company's  supply is  sufficient to mee t its  requirements  a t this

time . Thus , seven of the  e ight additiona l we lls  reques ted and the  upgrade  to the

Sandhill plant a re  currently not required .

The  Dis trict a sse rts  tha t the  Company's  own evidence  shows  tha t it has

sufficient capacity to adequa te ly se rve  a ll its  cus tomers . Furthe r, growth can be

a ccommoda te d by a dding one  we ll a  ye a r. The re fore , the  ma ximum e xpa ns ion

which can be  jus tified for the  three  yea rs  involved with this  GRC is  three  we lls .

The  Dis trict says  tha t the  current we ll capacity of San Gabrie l equa ls  87.83 mud

a nd the  e ntire  wa te r production ca pa city tota ls  100 mud. The  la rge s t ma ximum

demand for any s ingle  day is  66 mud. San Gabrie l's  expe rt witness  te s tified tha t

the  sys tem should have  a  redundancy factor added to peak demand to

accommoda te  we lls  los t to drought, e lectrica l outages , e tc. He  recommended

8.6 mud. There fore , the  tota l capacity needed to se rve  the  exis ting cus tomers  is

74.6 rngd. Consequently, San Gabrie l a lready can mee t its  current demand of

66 mud and s till have  a  re se rve  of 34 mud.
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The  City supports  the  wa te r supply sys tem ana lys is  of the  Dis trict. The

City emphasized tha t San Gabrie l's  proposed sys tem upgrades  of $89,500,000

would be  in addition to the  current ra te  of about $71,000,000, which would crea te

an intole rable  burden on the  ra tepayers , e specia lly the  res identia l ra tepayers .

The  Commiss ion adopted its  Wate r Action Plan in December 2005.

Among omer objectives  the  plan seeks  to ma inta in the  highes t s tandards  of

wa te r qua lity.

We  sa id:

Wa te r qua lity is  vita l to the  he a lth of consume rs . De live ring
sa fe  wa te r require s  a  re liable  infra s tructure . We  will bols te r
our current collabora tive  re la tionship with the  enforce rs  of
wa te r qua lity s tanda rds , the  Department of Hea lth Se rvices
and the  Fede ra l Environmenta l Protection Agency, so tha t
problems  a re  identified and acted upon as  quickly a s  poss ible .
(Plan, p. 25.)

The  wa te r infra s tructure  in Ca lifornia  needs  s ignificant
improve me nt. We  will provide  fina ncia l ince ntive s  a nd
direction to encourage  inves tment in infra s tructure  needed to
improve  wa te r qua lity. (P la n, p. 3.)

The  Wa te r Action P la n ide ntifie d policy obje ctive s  tha t will guide  the

Commis s ion in re gula ting inve s tor-owne d wa te r utilitie s  a nd highlights  the

a ctions  the  Commiss ion a nticipa te s  or will cons ide r ta king in orde r to imple me nt

those  objectives . The  objectives  a re : (1) ma inta in highes t s tandards  of wa te r

qua lity, (2) s trengthen wa te r conse rva tion programs; (3) promote  wa te r

infras tructure  inves tment; (4) a ss is t low~income ra tepayers ; (5) s treamline

regula tory decis ion making; and (6) se t ra te s  tha t ba lance  inves tment,

conse rva tion, and a ffordability. S ince  San Gabrie l's  ins tant applica tion was  filed

be fore  the  adoption of the  Wate r Action P lan, it did not specifica lly make  any
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reques t to implement the  objective s  of the  Wa te r Action P lan. Howeve r, the

utility should reques t the  Commiss ion to implement those  objective s  soon.

The  CPUC requires  each Class  A wa te r utility to file  a  Wate r Management

Program with each GRC filing. D.90-08-055 require s  a ll Cla ss  A utilitie s  to

submit, in each GRC, a  Wate r Management Program with a  20-yea r horizon. The

Wate r Management Program forecas ts  supplies  and demand s ide  management

impacts  out to a  20-year horizon. We use  these  Water Management Programs as

a  bas is  for pre -approva l of ma jor wa te r supply projects  tha t require  a  long te rm

commitment, i.e ., longe r than the  three -yea r GRC time  frame .

San Gabrie l has  summarized how it deve loped its  long range  forecas t. It

re ta ined Ste tson Engineers  in October 2003 to prepare  a  comprehensive  analysis

of the  Fontana  Divis ion's  needs  for ma jor wa te r supply, s torage , and de live ry

projects  in both the  nea r and longer te rm, The  Fontana  Wate r Company Wate r

Sys tem Mas te r Plan was  comple ted in April 2005. (Ex. 13.) Nearly 300 pages  in

length (excluding appendices ) with over 100 tables  and more  than 50 figures  and

maps , the  Wate r Sys tem Maste r Plan reviews  re levant lega l and regula tory

requirements , a ssesses  his torica l wa te r production trends  and forecas ts  wate r

demand for the  Fontana  Divis ion in the  short te rm (through 2010) and long te rm

(through 2025), cons ide rs  opportunitie s  for regiona l wa te r coopera tion, reviews

ava ilable  wa te r supplie s  and wa te r supply facilitie s , eva lua te s  wa te r trea tment

needs , provides  a  hydraulic ana lys is  of the  wa te r pumping, s torage , and

dis tribution sys tem, and assesses  the  condition of the  Fontana  Divis ion's  wa te r

mains . On the  bas is  of these  ana lytic e lements , the  Maste r Plan then

recommends  a  se t of de ta iled prioritie s  for implementing facilitie s  and

improvements , proposes  an implementa tion schedule , and forecas ts  the  re levant

budge ta ry needs .

32 -

1



A.05-08-021, 1.06-03-001 CoM/JB1/jt2

We have  reviewed the  Mas te r Plan and find tha t it mee ts  the  s tandards  of

our Wate r Action Plan. Although we  do not endorse  eve ry a spect of the  Mas te r

Plan, we  have  ana lyzed, a s  se t forth be low, those  facilitie s  which a re  in

controve rs y

B. Plant Additions

San Gabrie l ca lcula ted utility plant in se rvice  for TYs 2006-2007 and

2007-2008 based on construction budgets , es timated advances  for construction

contributions  in a id of cons truction (CIAC), a nd ite ms  to be  re tire d. The

cons truction budge ts  include  provis ions  for seve ra l capita l projects  which a re

expected to improve  the  sys tem's  ability to mee t cus tomer demands  for sa fe

re liable  wa te r se rvice , cons is tent with the  guidance  provided by the  Wate r

Sys tem Maste r Plan. These  projects  include  plans  to cons truct e ight rese rvoirs

and e ight new we lls  ove r the  next four yea rs  a s  we ll a s  upgrade  the  Sandhill

plant to a llow it to trea t Sta te  Water Project (SWP) wate r and to enhance  its

capacity to tre a t wa te r from Lytle  Creek

The  ca lcula tions  of proposed te s t yea r utility plant in se rvice  exclude

inves tments  a fte r 2005 in two projects , the  Sandhill plant upgrade  project and the

new headquarte rs  complex, which a re  proposed to be  added to ra tes  by

a dvice  le tte r. The se  a dditiona l inve s tme nts  in utility pla nt a nd the ir propose d

ra temaking trea tment a re  discussed be low in the  context of each project

The  forecas ted company-funded capita l expenditures  a re  $28.3 million in

2005, $28.3 million in 2006, $18.5 million in 2007, and $14.7 million in 2008

(Ex. 9, p. 20.) San Gabrie l expects  to meet its  capita l budget requirements  by a

combina tion of inte rna lly ge ne ra te d funds , ba nk borrowing, a nd ne w mortga ge

bonds
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Ra the r than approving specific projects , we  be lieve  the  mos t equitable  way

to provide  for ca pita l improve me nt re cove ry in ra te s  is  to continue  the  solution

found reasonable  in D.04-07-034 to limit ra te  base  growth to 10% per year.

(D.04-07-034, p. 66.) We are  not disposed to dicta te  to San Gabrie l which plant

will be  cons tructed in which orde r, tha t is  a  management decis ion. Howeve r, a s

discussed be low, the  inves tment in the  Sandhill Surface  Wate r Trea tment Plant is

excepted from this  10% ra te  base  cap. We will re solve  "used and use ful" is sues

in its  next GRC, a t which time  a  ma jor conce rn will be  whe the r the  Company has

ma ximize d its  e fforts  to obta in contributions  from de ve lope rs  a nd othe rs  to pa y

for pla nt ne e de d to me e t growth. The  ne e d for va rious  infra s tructure

improve me nts  is  discusse d be low.

However, we have  some concerns  about the  use  of a  ra te  base  cap as  part

of our ra te ma king. This  nove l re gula tory a pproa ch wa s  firs t e s ta blishe d in

D.04-07-034. We  have  had ve ry little  expe rience  with this  cap prior to the

opening of this  proceeding jus t one  yea r la te r. In the  next GRC we  will

reeva lua te  the  ra te  base  cap. Any pa rty wishing to continue  a  ra te  base  cap in

the  ne xt GRC should ma ke  a rgume nts  supporting its  continua tion. Abse nt

compelling evidence  tha t the  ra te  base  cap is  an e ffective  ra temaking tool, we

will dis continue  its  pra ctice .

1. Sandhill Surface Water Treatment Plant

The  Sandhill plant is  a  "dia tomaceous  ea rth filtra tion sys tem for surface

wa te r" tha t began ope ra tion in 1965. The  plant re lie s  on surface  wa te r dive rs ions

from and is  unable  to use  tha t surface  wa te r during (and often for months

following) s torms  a nd pe riods  of he a vy snow me lt, whe n Lytle  Cre e k ha s  high

le ve ls  of turbidity tha t e xce e d the  curre nt tre a tme nt ca pa bility of the  Sa ndhill

plant. The  othe r source  of supply for the  Sandhill plant is  SWP wa te r tha t mus t
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be  blended with Lytle  Creek surface  wa te r be fore  it can be  trea ted. These

blending requirements  re s trict the  capacity of the  Sandhill plant to the

ava ilability of useable  Lytle  Creek surface  flow. The  Sandhill plant mus t be

opera ted in compliance  with increas ingly s tringent s ta te  and fede ra l sa fe

drinking wa te r re gula tions , including re gula tion gove rning Cryptos poridium,

Gia rdia , and byproducts  of the  dis infectants  used to control those  organisms .

Lytle  Creek surface  wa te r flow is  San Gabrie l's  lowes t cos t wa te r. Thousands  of

acre-fee t each year a re  los t because  of impurities  in the  water. Hence , the

upgraded Sandhill surface  wa te r tre a tment plant.

a) History and Description of the
Sandhill Project

Prior to 1960, the  only trea tment provided for Fontana  Divis ion's  surface

wa te r supply from Lytle  Creek was  a t Fontana  Union Wa te r Company's

(Fontana  Union) a fte rbay, where  screens  removed la rge  debris  such as  twigs  and

moss , and wa te r was  chlorina ted as  it ente red a  Fontana  Union transmiss ion

pipe line . In 1960, San Gabrie l joined with Fontana  Union to build a  surface

wa te r tre a tme nt fa cility including a  micros tra ine r a nd chlorina tion fa cilitie s

owned by San Gabrie l. Upon notifica tion by CDHS in 1962 tha t the

micros tra ine r provided inadequa te  trea tment, San Gabrie l se lected dia tomaceous

earth (DE) filtra tion as  a  replacement and in 1965 comple ted ins ta lla tion of a  10

mud DE surface  wa te r filtra tion tre a tment plant, la te r expanded to 20 mud,

which CDHS approved in 1968 as  adequa te  for trea ting Lytle  Creek surface

wa te r but not SWF wa te r.

Afte r seve ra l yea rs ' ope ra tion, the  limited capacity of DE filtra tion to dea l

with high turbidity became  appa rent. The  passage  of clay through the  DE filte rs

ca use d e fflue nt turbidity to ris e  to the  ma ximum le ve l pe rmitte d unde r fe de ra l
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and s ta te  regula tions , making it necessa ry under such circumstances  to shut

down the  pla nt. The  re quire d shutdown of surfa ce  wa te r proce s s ing through the

Sandhill plant has  deprived the  Fontana  Divis ion of thousands  of acre  fee t of

low-cos t surface  wa te r, including over 25,000 acre  fee t jus t in the  firs t five

months  of 2005.

In 2002, labora tory tes ts  showed tha t clay can eas ily be  reduced or

removed by a  pre trea tment process  of coagula tion, floccula tion, and

sedimenta tion, making the  Lytle  Creek surface  flows  filte rable  unde r high

turbidity conditions . These  factors , plus  the  fact tha t thousands  of AFY of

ava ilable  low-cost surface  a re  los t due  to clay, led San Gabrie l to des ign and

ins ta ll upgrades  and modifica tions  to the  exis ting DE trea tment process  to add

the  necessary pre trea tment facilities .

CDHS has  authorized San Gabrie l to trea t SWP wate r a t the  Sandhill plant,

but with the  re s triction tha t the  untre a te d SWP wa te r mus t be  ble nde d with

than 20% Lytle  Creek wa te r.

The  re sult is  tha t whe n Lytle  Cre e k flows  a re  low, pa rticula rly during

summer months  when the  demand for wa te r is  grea te s t, the  company can only

trea t corre spondingly sma ll quantitie s  of SWP wa te r. Even when ra infa ll is

ample , the  Lytle  Creek flows  a re  often unusable , due  to excess  turbidity, and,

a lthough the  Sandhill plant's  theore tica l ra ted capacity is  20 mud, its  use ful

capacity is  reduced to a  maximum of about 17 mud because  the  backwash cycle

require s  taking filte rs  off-line  and us ing a  subs tantia l amount of wa te r for tha t

function.

The  pla nne d upgra de s  a nd pre tre a tme nt fa cilitie s  will pe rmit the

Sandhill plant to trea t 100% Lytle  Creek surface  wate r, 100% SWP water, or any

/>
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blend of the  two. This  will re s tore  the  full use fulne ss  of the  Sandhill plant even

when Lytle  Creek surface  wa te r is  unava ilable  or too muddy, because  the  plant

will be  able  to process  SWP water.

The  Wate r Sys tem Mas te r P lan recommends  modifying the  Sandhill plant

to e limina te  the  need for blending, to expand plant capacity from 17 to 29 mud,

and to obta in additiona l access  to SWP wate r, in order to a llow San Gabrie l

grea te r flexibility in managing its  wa te r supply sources  both in the  short and

long te rm. The  Sa n Be rna rdino Va lle y Municipa l Wa te r Dis trict (Muni) ha s

agreed to increase  its  commitment to provide  SWP wate r to the  Fontana  Divis ion

from the  current a llowance  of 3,000 up to 5,000 AFY, and the  Inland Empire

Utilitie s  Agency a lso has  committed to provide  SWP wa te r for use  a t the

Sandhill plant once  the  planned upgrades  a re  comple ted.

b) Evaluation of Need and
Cost Effectiveness

San Gabrie l expects  the  Sandhill plant upgrade  project to cos t

approxima te ly $35 million, to which mus t be  added s ta ffing and ma intenance .

San Gabrie l's  cos t-benefit ana lys is  indica tes  tha t the  Sandhill plant

upgra de  proje ct will pa y for its e lf in two ye a rs . Among the  proje ct's  s ignifica nt

bene fits  is  tha t additiona l wa te r supplie s  a re  made  ava ilable  in the  northe rn

portion of the  sys tem, close r geographica lly to cus tomer demands  and readily

transported by gravity, which will a llow San Gabrie l to reduce  the  quantitie s  of

fa r more  cos tly Chino Bas in supplies  having to be  boos ted to higher e leva tions  in

the  dis tribution sys tem a t subs tantia l ene rgy cos t.

DRA a rgues  tha t the  company's  own witnesses  do not agree  whe the r the

supply can be  re lied on the  in the  summer to mee t peak demands  and the re  a re

no forma l contra ctua l commitme nts  for providing a dditiona l s upply. DRA
(
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be lieves  tha t supply exis ts  to mee t the  average  requirements  and if the

Sandhill plant cannot provide  supply to mee t peak demands , the re  is  insufficient

jus tifica tion to a llow the  a ddition in ra te s . DRA re comme nds  the  a dvice  le tte r

trea tment be  denied and the  cos t and used and usefulness  of the  plant

de te rmina tion be  de fe rred until the  next GRC

DRA says  tha t San Gabrie l's  te s timony indica te s  tha t the  plant s ta rt-up

da te  is  Augus t of 2007. The  plant is  not used and use ful in 2005, will not be  used

and useful in 2006, and may be  used and useful in la te  2007, which is  a fte r the

TY 2006 - 2007. In A.02-11-044 (D.04-07-034), San Gabriel requested that it be

a llowed to upgrade  the  Sandhill plant a t an e s tima ted cos t of $9.8 million. in two

years , the  cost has  escala ted to $35 million

DRA's  prima ry conce rn with San Gabrie l's  proposed Sandhill plant

upgrade  is  tha t San Gabrie l has  re flected $12 million of the  es timated $35 million

cos t in plant in se rvice  and is  propos ing to collect the  rema ining $23 million

through advice  le tte rs . As  an a lte rna tive , DRA recommends  tha t the  projected

$12 million of cos t in 2005 be  removed from plant. The  plant upgrade  will not be

in se rvice  in 2005. The  next GRC is  the  proper time  to make  a  de te rmina tion

whe ther the  fina l cos t is  appropria te  and to de te rmine  the  actua l increase  in

capacity tha t will occur a s  a  re sult of the  upgrade

c) Discussion

The  Sandhill plant's  primary function will be  a s  a  ca se load unit, ope ra ting

as  nearly as  poss ible  on a  24-hour, seven-days-per-week bas is  to make  maximum

poss ible  use  of San Gabrie l's  most economica l source  of supply- Lytle  Creek

surfa ce  wa te r plus  SWP supply purcha se d through Muni. De live ring those

supplie s  into San Gabrie l's  dis tribution sys tem nea r the  highes t point in the

Company's  se rvice  a rea  not only will maximize  use  of inexpens ive  supplie s , but



A.05-08-021, 1.06-03-001 CoM/]B1/jt2

a lso will minimize  the  cos t of powe r for pumping wa te r to the  point of use . It is

needed and should be  comple ted

The  record indica te s  tha t when compared to the  non-Sandhill option tha t

the  ne t benefits  to ra tepayers  over the  30-ear life  of the  Sandhill plant will be

approximate ly $52 million. We find the  evidence  of the  cos t-e ffectiveness  of the

plant to be  compe lling when compared to the  cos t of the  a lte rna tive  of additiona l

production of wa te r from Chino we lls

The  annua l revenue  requirement of the  Sandhill upgrade  is  es timated to be

$12.9 million in 2007 ris ing to 14.8 million in 2036. San Gabrie l es timates  tha t the

revenue  requirement for the  "No-Project" a lte rna tive  would be  $12.6 million in

2007 ris ing to over $42 million per year by $42.3 million in 2036. An ana lys is

shows  tha t by the  end of the  third yea r a fte r the  project is  in ope ra tion tha t the

ne t benefit to consumers  is  $292,000 in current dolla rs . Afte r 2.3 years ,the

cons truction of the  Sandhill fa cility will re sult in lower ove ra ll cos ts

San Gabrie l performed severa l ana lyses  to demonstra te  the  sens itivity of

the  cos t-e ffectiveness  of the  plant to ce rta in assumptions . (SG-8 -Attachment B

p. 5.) We note  tha t these  sens itivity ana lys is  showed the  plant to be  cos t e ffective

under the  va rious  scenarios . The  cos t e ffectiveness  va ried from $19 million ne t

present va lue  to $98 million under the  various  scenarios . These  scenarios

demonstra ted tha t the  cos t-e ffectiveness  was  very sens itive  to the  assumption as

to the  amount of infla tion in O&;M cos ts  for the  no-project a lte rna tive . Howeve r

even if one assumes that cost for O8zM under both scenarios increases a t the

same 3% per year, the  present va lue  of the  net benefits  to consumers  was

$19.3 million over the  life  of the  project, with ne t benefits  beginning to accrue  to

consumers  in five  yea rs
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Looking a t the  margina l cos t of an AF of wa te r, upon its  comple tion, the

wa te r from Sandhill will be  a  low-cos t source  of wa te r for the  company,

rega rdless  of the  source  of wa te r it trea ts . When the  source  of wa te r is  Lytle

Creek wa te r the  company will save  83309/ AF. If the  source  of wa te r is  Muni

wate r the  savings  pe r AF is  $277.20. Even if the  company has  to utilize  Sandhill

to trea t its  mos t expens ive  source  of wa te r, the  wa te r from MWD (priced a t

$335/ AF) the  savings  a re  e s tima ted to be  $68/AF. Assuming a  mix of wa te r

from these  sources  tha t is  49% from Lytle  Creek, 19% from Muni and 32% MWD

supplied wate r the  average  savings  per AF is  $182.76 per AF or about

$1.3 million a nnua lly.

A s ignificant portion of these  savings  a re  the  re sult of s ignificantly lower

cos ts  associa ted with the  e lectricity required to be  purchased by San Gabrie l.

Our ana lys is  of the  company's  evidence  presented in (EX-SG-9 at pages 16 and

SG-8-Attachment B, p. 5) indica te s  tha t the  power consumption of the  Sandhill

wa te r pumpe d from the  Chino we lls . Eve ry Acre / Foot of we ll wa te r tha t

production from the  Sandhill upgrade  displaces  re sults  in an ene rgy savings  of

1,299 kph (1.3 Mwh) for San Gabrie l. This  re sults  in a  savings  of about

9,400 Mwh annua lly to San Gabrie l a ssuming a  20 MG/ day output of the  plant.

We  find the  Sandhill trea tment facility to be  needed and building it is

/>

reasonable .

The  mos t difficult is sue  to re solve  rega rding the  Sandhill plant project is

how the  cos t should be  passed into ra tes . DRA proposes  to disa llow ra te  base

trea tment of inves tments  a lready made  until San Gabrie l's  next GRC three  yea rs

from now. San Gabrie l's  proposa l would a llow ra te  ba se  trea tment of the  yea r
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2005 inves tment while  re flecting succeeding years ' inves tments  in ra tes  advice

le tter filings effective  July 1, 2007 and January 1, 2008, and 2009.

While  we  have  e lsewhere  es tablished a  limit on the  growth in ra te  base , in

pa rt to avoid de te rmining the  timing of specific inves tments  and to le ave  to

management discre tion the  orde r in which these  needed inves tments  will be

made over the  next three  years , we exempt the  ra tebase  increases  caused by

inves tment in the  Sandhill facilitie s  from this  cap. We  do this  because  this

inves tment is  a  la rge  s ingle  inves tment tha t will necessa rily go into ra tebase  over

multiple  yea rs . We  will a llow ra te  base  trea tment of the  yea r 2005 inves tments

and will a llow succeeding years ' inves tments  to be  added to ra te  base  by advice

le tte r filings  filed by November 15 to be  e ffective  January 1, 2008 and

subsequently by November 15, 2008 to be  e ffective  January 1, of the  following

year. The  cos ts  of the  Sandhill project should be  capped a t $35 million.

2. Wells

<

We will review the  reasonableness  of the  construction costs  associa ted

with the  Sandhill facilitie s  in the  next GRC or, if the  company pre fe rs , in a

separa te  applica tion seeking a  finding tha t the  cos ts  included in ra tebase  a re

reasonable . Cos ts  a re  capped a t $35 million. Until such time  as  a  fina l

de termination is  made  as  to the  reasonableness  of the  construction costs , the

revenues  increases  associa ted with the  Sandhill project included in ra tes  via

advice  le tte r sha ll be  subject to re fund. San Gabrie l sha ll track, in a

memorandum account the  revenue  increases  re sulting from the  inclus ion of the

Sandhill project in ra tebase  via  advice  le tte rs .

The  Wate r Sys tem Maste r Plan recommends  cons truction of a  tota l of e ight

new Chino Bas in we lls  loca ted to provide  supplementa l wa te r to specific

pressure  zones  to he lp mee t fire  flow requirements . The  new we ll a t P lan F7 is
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required to mee t projected increased cus tomer demand and fire  protection

requirements . The  Mas te r P lan recommends  tha t four exis ting we lls  be  replaced

based on advanced age  and remaining se rvice  life  projections . The  wells  a re  a t

leas t 75 years  old.

San Gabrie l's  proposed cons truction plan diffe rs  s lightly from the  Mas te r

Plan. It proposes  to cons truct e ight we lls  ove r the  next four yea rs , seven in the

northe rn and wes te rn portions  of the  se rvice  a rea  where  additiona l supply is

needed and one  in the  southe rn portion to replace  an exis ting damaged we ll.

These  plans  encompass  seven of the  e ight new wells  recommended by the

Mas te r Plan. San Gabrie l plans  for only one  of the  replacement we lls  ca lled for

by the  Maste r Plan to be  drilled in 2007, San Gabrie l sa id it needs  these  new

we lls  to pump into re se rvoirs  now unde r cons truction, which will enhance  San

Ga brie l's  a bility to provide  e ffe ctive  dis infe ction a nd to a djus t flows  from the

re se rvoirs  into the  dis tribution sys tem in accordance  with cus tomer demands ,

and to provide  wa te r for fire  suppre ss ion purpose s  without caus ing an abrupt

pressure  loss  or wa te r outage .

DRA says  tha t the  Company's  reques t to add e ight we lls  is  based on the

pe rce ive d ne e d for a dditiona l supply, which DRA cla ims  is  not ne e de d, DRA

recommends  tha t only one  we ll, cons tructed in 2005, be  a llowed in ra te s . DRA

points  out tha t in A.02-11-044, the  Company reques ted and was  a llowed three

wells  tha t were  not put in se rvice  as  projected in 2003 and a re  aga in be ing

reques ted in this  case . According to the  Mas te r Plan, the  wa te r demands  under

normal wea the r conditions  a re  e s tima ted to be  54,000 AFY in the  short-te rm

(2010), while  the  production ava ilable  as  of April 11, 2005 was  66,246 APY. DRA

/\

concludes  tha t the  current sys tem has  sufficient supply to mee t and even exceed

the  projected short-te rm needs  of 54,000 AFY without the  added supply from

_42_



A.05-08-021, I.06~03-001 COM/JB1 /jt2

surface  wa te r and emergency purchases . DRA recommends  tha t only one  we ll

be  a llowed in ra te s  a t this  time . The  remova l of the  seven we lls  reduces  plant by

$700,000 in TY 2006-2007, and $700,000 in escalation year 2007-2008.

We have  discussed San Gabrie l's  need for new facilitie s , which includes

ne w we lls  a nd othe r pla nt. The  is sue  is  not ne e d, but who pa ys . It is  a ppa re nt

tha t the  need is  clea r and timing is  important. Facilitie s  take  time  to cons truct,

te s t, and tra in s ta ff to ope ra te . Mee ting 2010 requirements  require s  s ta rting now.

Because  new wells  a re  needed to meet the  demands  of new customers , those  new

cus tomers  should be  contributing to provide  the  plant necessa ry to se rve  them.

San Gabrie l has  planned we ll to provide  a  firs t cla ss  wa te r sys tem, but sadly

lacks  a  firs t cla ss  plan to pay for it.

s. Wellhead Treatment Facilities

The  Mas te r P lan recommends  ins ta lling a  trea tment facility a t P lant 25 to

re move  pe rchlora te  from groundwa te r produce d a t thre e  we lls  in close

proximity to e a ch othe r, a ll of which a re  curre ntly conta mina te d a bove  the

notifica tion leve l of s ix micrograms  pe r lite r. The  Mas te r P lan recommends  use

of the  same res in-based ion exchange  process  (which is  bes t ava ilable  trea tment

technology) presently in use . San Gabrie l plans  to cons truct the  we llhead

trea tment facility in 2008.

DRA is  conce rned tha t the  Company's  reques ted addition in 2008 of the

trea tment facility ignores  the  fact tha t the  cos t of the  facility should be  borne  by

the  pa rtie s  re spons ible  for the  contamina tion. DRA says  tha t in A.02-11-044,

San Gabrie l contended tha t it could not put on hold the  cons truction of trea tment

plants  while  wa iting for litiga tion proceeds  because  it urgently needed the

re s tora tion of los t production ca pa city. DRA a rgue s  tha t the  Commiss ion

approved the  Company's  reques t for seven facilitie s  in A.02-11-044, but no
I
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facilitie s  were  cons tructed. DRA submits  tha t San Gabrie l's  conception of

urge ncy va rie s  from the  ordina ry s e nse  of the  word. How ca n the  Commiss ion

be  confide nt it will a ctua lly build the  fa cility in 2008 whe n it fa ile d to do it ove r

the  pas t three  years  despite  the  a lleged exigency of res toring this  source  supply?

DRA recommends  the  $2 million of cos t for the  tre a tment fa cility be  removed

from plant ad editions  because  the  cost is  projected far enough into the  future  tha t

we  can de te rmine  the  re spons ible  pa rtie s ' obliga tions  prior to its  in-se rvice  da ta .

According to DRA the  cos t of this  project should be  re flected a s  contributed plant

if the  pla nt is  ultima te ly cons tructe d.

DRA has  not ca re fully read D.04-07-034. In tha t decis ion, we did not

approve  a  reques t for seven facilitie s . What we  did do was  impose  a  ra te  base

cap and sa id:

"10. San Gabrie l needs  flexibility within the  ra te  base  cap to
make  its  own decis ions  about the  need for and timing of
projects , and to make changes  and substitutions  as  necessary
to its  proposed cons truction program." (D.04-0'7~034, Finding
of Fact 10, p. 66.)

We do agree  with DRA tha t the  cos ts  of this  facility should be  trea ted as

CIAC, if the  compa ny re cove rs  funds  from its  conta mina tion la ws uits . But, in

the  meantime , the  facilitie s  a re  needed and should not be  de layed pending the

outcome  of litiga tion. P re limina rily, cos ts  should be  re corde d in cons truction

work in progre s s  (CWIP).

4. Reservoirs

San Gabrie l plans  to cons truct e ight new rese rvoirs  over the  next

four yea rs  to improve  sys tem re liability, provide  needed s torage  for ope ra ting,

emergency, and fire  fighting purposes , and to increase  s torage  capacity in each of

the  Company's  five  pressure  zones . Two of these  projects  were  planned for
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cons truction during 2005. Three  a re  planned for 2007 and three  for 2008. Wate r

s tored in rese rvoirs  is  used for normal opera tions  and to sa tis fy peak demands

a nd fire  flow re quire me nts  tha t othe rwise  would ne e d to be  provide d from

additiona l we lls  and boos te r facilitie s . The  Mas te r P lan identifie s  seve ra l

portions  of the  se rvice  a rea  tha t may be  vulnerable  in the  event exis ting s torage

facilitie s  a re  not ava ilable  due  to maintenance  needs  or shortage  of supply. The

Maste r Plan recommends  tha t new rese rvoirs  be  added in the  Base line ,

Highland, and Alde r pre ssure  zones . New rese rvoirs  a re  needed to se rve

proposed new we lls . New re se rvoirs  a re  needed in the  northe rn portion of the

Fontana  Divis ion se rvice  a rea  to se rve  new res identia l deve lopment.

DRA recommends  tha t three  of the  e ight proposed re se rvoirs  not be

a llowed in ra tes . DRA would reduce  TY 2006-2007 plant by $727,500 and

TY 2007-2008 plant by $1,527,000. DRA's  recommendation res ts  on its  perce ived

lack of need for additiona l capacity. DRA reasons  tha t according to the  Mas te r

Plan, San Gabrie l currently has  30.28 mg of useable  s torage  capacity. Based on

the  requirements  for equa liza tion, fire  suppress ion, and emergency, the

Company's  tota l s torage  requirement is  22.65 mg. By the  year 2010 and 2025, the

projected requirement is  expected to be  24.81 mg and 31.12 mg, respective ly.

The  current exis ting capacity exceeds  the  current and short-te rm needs  of the

Compa ny a nd is  a pproxima te ly 1 mg short of the  long-te rm re quire me nts . DRA

believes  tha t the  addition of the  reques ted rese rvoirs  and othe r facilitie s  is

excess ive  and could be  re la ted to future  growth. To the  extent tha t any addition

to plant is  growth-re ia ted, the  cos t of the  added facilitie s  to se rve  tha t growth

should be  contributed by deve lope rs .

We have  previously discussed our reasons  to accept San Gabrie l's

proposed improvements  to its  wa te r sys tem. The  rema ining is sue  is  source  of
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funds . We  be lieve  San Gabrie l has  not emphas ized deve lope r funds  to provide

new facilitie s  for new cus tomers . The  need for re se rvoirs  a rise s  not only to se rve

current ra tepaye rs , but a lso to se rve  new cus tomers . We  agree  with DRA tha t

new cus tomers  should contribute  toward new facilitie s . We  need not decide  a t

this  time  which facilitie s  will s e rve  new cus tomers . In San Gabrie l's  next GRC,

we  can sort tha t out. We a re  confirming our ra te  base  cap of 10% per year, and

we  will re vie w which pa rt of tha t 10% wa s  use d a nd use ful./

5. Other Facilities

San Gabrie l reques ts  tha t we  approve  ra te  base  amounts  tha t include

projected inves tments  in boos te r s ta tions , security equipment, emergency

genera tors , and transmiss ion ma ins  a ssocia ted with the  we lls  and rese rvoirs  tha t

may be  cons tructed.

DRA would dis a llow the  e quipme nt a s s ocia te d with the  we lls  a nd

re se rvoirs  which it re commends  be  disapproved. We  pre fe r to a llow San Gabrie l

to choose  the  facilities  it deems necessary under our ra te  base  cap. We note  tha t

DRA has  no objections  to the  SCADA sys tem and security equipment San

Gabrie l expects  to ins ta ll.

6. Cucamonga Connection

The  Fontana  Divis ion currently ha s  two emergency inte rconnections , with

a  tota l capacity of 2,500 rpm, with the  Cucamonga  Va lley Wate r Dis trict

(CVWD) to provide  wa te r during emergencie s  and wa te r sys tem outages , but the

ability to use  these  inte rconnections  is  limited. The  Mas te r P lan recommends

ins ta lling a  replacement 10,000 rpm inte rconnection to maximize  de live rie s

during emergencie s . San Gabrie l expla ined tha t an improved emergency

inte rconne ction with CVWD will provide  a n a lte rna tive  source  of wa te r to the

e leva ted Hunte rs  Ridge  portion of the  se rvice  a rea , and will he lp mee t potentia l
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fire  fighting demands  during emergencies  tha t may cause  shortages  in othe r

sections  of the  Company's  wa te r sys tem. San Gabrie l has  a rranged for CVWD to

des ign a  10,000 rpm connection and has  budge ted $2.2 million in 2007 for

ins ta lling 8,800 fee t of pipe  and a  boos te r s ta tion to de live r wa te r from CVWD.

DRA re luctantly cons ide red a  $2.2 million inves tment in the  CVWD emergency

inte rconnection to be  reasonable , and included it a s  a  ra te  base  addition. DRA's

conce rn is  tha t the  connection cannot be  re lied upon during peak summer days

when CVWD's  demand a lso peaks . We  do not sha re  DRA's  conce rn. The

connection is  not expected to mee t peak demand, but to mee t emergency

demands  on San Gabrie l's  sys tem.

7. New Office and Operations Center

a) Purchase of Land from Affiliate

<~

San Gabrie l has  planned the  cons truction of a  ne w office / warehouse  for its

Fonta na  ope ra tions . DRA toure d the  curre nt fa cilitie s  which will be  re pla ce d by

the  new complex and agree s  tha t a  new facility will provide  a  more  conducive

work e nvironme nt. DRA is  conce rne d a bout the  a cquis ition of the  prope rty.

Firs t, San Gabrie l acquired the  prope rty for the  new facility on December 30,

2004 for $1,102,233 from Rosemead Properties , Inc. (Rosemead), an affilia te

company of San Gabrie l. The  acquired parce l was  part of an 8.72 acre  parce l

origina lly acquired by Rosemead on July 8, 2003 for $1,075,000 DRA

recommends  tha t the  cos t of the  land acquired for the  office  building be  reduced

based on the  cos t pa id by San Gabrie l's  a ffilia te  Rosemead.

San Gabrie l's  witness  ca lcula ted the  purchase  price  of the  property for

Rosemead to be  $126,000 per acre  and the  price  to San Gabrie l for the  property to

be  approximate ly $234,000 pe r acre . The  witness  te s tified tha t an independent

appra isa l showed the  prope rty apprecia ted tha t much in a  yea r and a  ha lf. He
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te s tified tha t Rosemead bought the  land to hold for inves tment, and tha t San

Gabrie l purchased the  land from Rosemead because  the  land suited San

Gabrie l's  needs . He  sa id tha t San Gabrie l's  pe rsonne l went through a  long

process  to de te rmine  whether the  Rosemead property was  a  s ite  tha t made  sense

for San Gabrie l's  offices . Rosemead coopera ted with San Gabrie l in ways  tha t a

third-pa rty se lle r would not have  done , se lling San Gabrie l the  exact amount of

land needed for its  facilitie s  and in the  configura tion San Gabrie l required.

We will a llow $591,250 in ra te  base  ca lcula ted on the  ra tio of the  s ize  of the

parce l Rosemead sold to San Gabrie l to the  s ize  of the  la rger parce l of which it

was  a  part. The  parce l s ize  and cos t a re  not crys ta l clear on the  record, but the

evidence persuades us that the  parcel San Gabrie l purchased was 4.81 acres

(San Gabriel OB. p. 85), the Roseinead purchase was 8.72 acres (Ex. 23), the

Rosemead price  was  $1,075,000 (Tr. p. 282, L.5.) We find tha t San Gabrie l should

have been charged 55% of $1,075,000, or $591,250 for the land.

Rosernead is  owned by United Resources , Inc. (United Resources). United

Resources  a lso owns  San Gabrie l. Rosemead purchased the  property during the

time  tha t San Gabrie l was  seeking land on which to cons truct a  new office

building. The  land was  expected to go into ra te  base . When the  land was  sold

by Rosemead to San Gabrie l in December of 2004 it occurred during a  process

characte rized by San Gabrie l's  vice  pres ident:

"Q, We ll, the re  wasn't re a lly any negotia tion, was  the re?

"A. Well, it's  e ssentia lly the  same  pa rtie s , so the re 's  not
negotia tion pe r se , but the  - we ll, no, the re  was  not
negotia tion." (R.T. 284, L 22-26.)

The  purchase  agreement on the  part of the  se lle r was  s igned by

R. H. Nicholson, J r., the  Pres ident of Rosemead and the  Chairman of the  Board

of San Gabrie l. The  purchase  agreement on the  part of the  buyer was  s igned by
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Mike  Whitehead, Pres ident of San Gabrie l. Mr. Whitehead reports  to

Mr. Nichols on.

b) Construction Expense

(

San Gabrie l e s tima tes  tha t cos t to cons truct the  new facility will be

86,000,000 and tha t the  cos t be  included in ra tes  through an advice  le tte r. DRA

disagrees.

The  proposed new office  complex of 40,658 square  fee t is  approximate ly

twice  the  s ize  of the  facilities  (20,827 square  fee t) it is  designed to replace .

San Gabrie l ma inta ins  tha t it s till needs  to re ta in a  building on the  exis ting s ite

for a  sa te llite  cus tomer se rvice  office . The  new office  complex includes

approximate ly 11,548 square  fee t of office  space  for employees  tha t previous ly

occupied 4,719 square feet of space.

In its  la s t ra te case, A.02-11-044, San Gabrie l firs t requested $3 million for

the  cons truction of a  new office , and la te r during the  proceeding increased to

$6 million. The  Commiss ion de fe rred the  reques t to this  GRC filing. The

decis ion s ta ted tha t if the  Company were  to reques t authoriza tion to proceed

with the  ne w building, it s hould provide  comple te  jus tifica tion for the  building

and it should address  the  ra temaking trea tment of the  proceeds  from the  sa le  of

the  exis ting facilitie s . (D.04-07-034, p. 40.) DRA contends  the  Company has  not

addressed the  ra temaking trea tment for the  exis ting facilitie s  a s  orde red or even

committed to dispos ing of the  exis ting facilitie s .

DRA argues  tha t the  proposed facility is  excess ive  when compared to the

facilities  to be  replaced; the  $6 million reques t exceeds  the  $4.9 million cos t to

re furbish the  exis ting facilitie s ; the  Company has  not provided any jus tifica tion

for the  cos t of the  new office /warehouse ; nor has  it addressed Me  ra temaking

trea tment for the  exis ting facilitie s  or committed to the ir dispos itions .
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DRA recommends  tha t 50% of the  proposed cos t of $6 million be  phased

into CWIP during the  years  2006 and 2007. San Gabrie l should a lso be  required

to dispose  of the  facilitie s  tha t a re  to be  replaced via  an a rms-length transaction

to an unre la ted third pa rty, with the  bene fit of the  sa le  going to ra tepaye rs . For

ra temaking purpose s , the  recommended amount for the  new facility should

rema in in CWIP to a llow the  Company an opportunity to e a rn a  re turn on the

cos t of the  portion of the  facility tha t may be  found to be  used and use ful. in its

next ra te  case , cos ts  should be  reviewed for prudence  and the  facility's  s ize

eva lua ted to de te rmine  whe the r the  entire  facility is  used and use ful. All ga ins

de rived from the  sa le  of the  exis ting facilitie s  should be  re turned to ra tepayers  by

offse tting the  cos t of the  new facilities  .

While  we  do not doubt tha t more  office  space  is  needed by San Gabrie l, it

has  not convinced us  tha t its  proposed s ize  is  reasonable . We will authorize

San Gabrie l to phase  in up to $4.9 million, the  cos t of re furbishing the  exis ting

facility, in CWIP during the  years  2006 and 2007. For ra temaking purposes , this

a mount should re ma in in CWIP to a llow the  Compa ny a n opportunity to e a rn a

re turn on the  cos t of the  portion of the  facility tha t may be  found used and

useful. In its  next ra te  case , cos ts  should be  reviewed for prudence  and the

facility's  s ize  eva lua ted to de te rmine  whe the r the  entire  facility is  used and

use ful. Should the  fina l amount of the  new facility placed into ra te s  exceed tha t

amount for which CWIP was  a llowed, the  ba lance  plus  an a llowance  for funds

used during cons truction should be  placed into ra tebase . We  decline  to a llow

inclus ion of this  inves tment in ra tebase  by advice  le tte r as  reques ted by the

4

compa ny.

We are  a lso concerned about the  disposition (or lack thereof) of the

exis ting facilitie s . San Gabrie l sha ll remove  from ra tebase  the  exis ting HQ
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facilities  except ha lf of the  land where  Plant F-25 is  loca ted once  it is  no longer

use d a nd use ful or upon the  inclus ion of the  Ne w He a dqua rte rs  building in

ra tebase , whichever comes sooner. We note  that the  increase  in ra tebase  caused

by the  cons truction of the  new facilitie s  is  offse t, a t lea s t in pa rt by the  reduction

in ra te  base  of the  exis ting facilitie s .

We caution San Gabrie l tha t we  a re  concerned tha t the  transfer of this

prope rty to an a ffilia te  will ra ise  s ignificant conce rns  about the  va lua tion of the

prope rty. We  would pre fe r tha t any sa le  be  an a rms  length transaction with a

third pa rty. Furthe r we  note  tha t a  tra ns fe r from one  a ffilia te  to a nothe r ma y not

constitute  a  sa le  under the  meaning of Section 790.

c) Construction Work in Progress (CWIP)

CTNIP is  reflected in ra te  base  (for water companies) as  a  means of

a llowing the  utility to recove r the  financia l ca rrying cos t of inves tments  in capita l

projects  before  they go into se rvice . In the  present circumstances , the  Fontana

Divis ion's  recent yea r-end CWIP ba lance  is  highe r than normal, due  to ma jor

projects  the  Company has  unde r cons truction. The  Company utilized the  CWIP

balance as of December 31, 2004 in each rate  year. The December balance was

higher than the  his torica l CWIP ba lance  because  of the  major projects  currently

be ing de ve lope d, which include d the  Sa ndhill pla nt modifica tion, the  ne w office

complex, and the  SCADA sys tem. DRA points  out tha t each of the  projects

included in CWIP a re  projects  the  Company has  included in its  reques ted plant

additions . DRA be lieves  inclus ion of the  cos t in CWIP and in plant represents  a

double  count of a  portion of the  reques ted plant cos ts .

The  Company has  es timated $7.7 million for CWIP for TY 2006-2007 and

the  same for TY 2007-2008. DRA has  es timated an average  of $5.5 million for

TY 2006-2007 and $6.6 million for TY 2007-2008. (Ex.45, 8-24, 25.)
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The  ra te  base  cap of 10% includes  plant in se rvice  plus  CWIP. The  capita l

budge ts  on which San Gabrie l based its  ca lcula tions  of plant additions  re flect

only amounts  to be  spent in ca lendar years  s ince  2004, the  year upon which

current ra tes  a re  de te rmined. We would expect a  higher CWIP for TY 2006-2007

because  of the  ma jor projects  unde r cons truction. We  find tha t the  Company's

CWIP is  probably low, but reasonable . There  is  no double  count

d) Materials and Supplies

San Gabrie l de te rmined its  projected ma te ria l and supplie s  by ca lcula ting

a  five -year average  of his torica l mate ria ls  and supplies  in 2004 dolla rs . The

Company then increased the  average  for the  percentage  increase  in plant

projected and the  non-labor infla tion ra te . DRA disagrees  with San Gabrie l's

ca lcula ted projection because  the  applica tion of the  growth ra te  in plant is  not

jus tified. The  average  plant ba lance  increased approximate ly 10% in 2004, but

the  average  mate ria ls  and supplies  decreased by approximate ly 16%. The

average  plant ba lance  in 2003 was approximate ly 11% higher than 2002, and the

average  materia ls  and supplies  for 2003 was  approximate ly 3% higher than 2002

DRA asse rts  San Gabrie l's  growth factor is  not jus tified. (Ex. 45, p. 10-3.)

DRA recommends  tha t the  five -year mate ria ls  and supplies  ba lance  be

a djus te d for infla tion only, us ing the  upda te d infla tion fa ctors  pre vious ly

discussed. DRA's  recommenda tion re sults  in a  reduction to ma te ria ls  and

supplies included in rate  base of $238,300 in TY 2006-2007 and $326,200 in

esca la tion year 2007-2008. (Ex. 45, pp. 10-3 - 10-4). The  resulting materia ls  and

supplies balance to be included in rate  base is  $766,800 in TY 2007-2008 (Ex. 45

pp. 10-7 and 10-8)

San Gabrie l disagreed with DRA's  pos ition, discounting DRA's  emphas is

on va ria tions  over a  s ingle  yea r. San Gabrie l emphas ized tha t the  mate ria ls  and
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supplies  ba lance  increased by 56% over the  las t five  recorded years , while  utility

plant increased by 48%, demonstra ting a  s trong re la tionship be tween the  ra te

base  ba lances  for utility plant and ma te ria ls  and supplie s . We  find reasonable

San Gabrie l's  forecas t me thod for ma te ria ls  and supplie s , re flecting plant growth

as  we ll a s  gene ra l infla tion (us ing upda ted infla tion factors )

C. Contributions and Advances

1 . Advances for Construction

San Gabrie l re flected in its  plant ba lance  the  same amount of advances  for

cons truction tha t is  be ing re flected in the  projected advance  credit ba lance  tha t

offse ts  ra te  base . The  additions  to the  advance  account for the  pas t five  years

averaged $3 million. The  additions  projected for 2005-2008 average  $2 million

DRA accepts  San Gabrie l's  es timate , but comments  tha t the  Maste r Plan

a ttribute d the  a dditiona l pla nt re quire me nts  to growth in the  Fonta na  Divis ion

The  growth tha t crea tes  the  need for additiona l plant should be  e ithe r advanced

or contribute d by de ve lope rs . We  a gre e  with DRA's  comme nt. As  with CWIP

we find the  Colnpany's  advance  es tima te  is  low, but reasonable

2. Contributions in Aid of Construction

San Gabrie l re flected the  same amount of contributions  tha t a re  be ing

re flected in the  projected contributions  credit ba lance  tha t offse ts  ra te  base . The

additions  to the  contributions  in a id cons truction for the  pas t five  yea rs  ave raged

$1.3 million. The  Company's  additions  projected for 2005-2008 average  $850,000

His torica lly, the  $1.3 million represented approximate ly 11% of the  $11.677

million average  of gross  plant additions . The  projected $850,000 average  for

contributions  is  approxima te ly 5% of the  $18,379 million ave rage  plant additions

es timated for the  years  2005-2008. The  diffe rence  be tween the  actua l and the

es timates  sugges ts  tha t San Gabrie l unders ta ted the  projected contributions . We
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will a dopt the  his torica l a ve ra ge  for contributions  of $1.3 million. We  do not

unders tand how San Gabrie l can project above  average  increases  in plant while

pre dicting a  lowe r ra te  of CIAC. It a ppe a rs  the  Compa ny is  ma ximizing its

inves tment, which ea rns  a  re turn, ra the r than seeking contributions , which do

D. Working Cash

There  a re  two main e lements  to the  ca lcula tion of a  working cash

a llowance : an opera tiona l cash requirements  and a  lead-lag s tudy. San Gabrie l's

witness  te s tified tha t San Gabrie l prepared the  working cash component of ra te

base  cons is tent with the  method used by the  Commiss ion in prior ra te  cases . The

witness  expla ined tha t San Gabrie l's  me thod complies  with the  de ta iled bas is  for

computing revenue  lag and expense  lead/ lag as  s ta ted in the  Commiss ion's

S tanda rd Practice  U-16. He  summarized the  minimum ba lances  compris ing the

ope ra tiona l cash requirement

DRA objected to severa l a spects  of the  Company's  working cash

ca lcula tions . DRA cla imed to find an unde rs ta tement in San Gabrie l's  le ad-lag

s tudy of the  lag for power cos ts . Reviewing San Gabrie l's  bills  from Southe rn

Ca lifornia  Edison Company (SCE), DRA used a  we ighted ave rage  payment lag

of 33.8 days  as  compared to 19 days  used by the  Company. DRA a lso criticized

San Gabrie l for ignoring working cash on hand not supplied by sha reholde rs

including taxes  collected for advances  and contributions , advances  not ye t

re flected as  ra te  base  offse ts , and pending re funds . DRA contends  tha t these

adjus tments  jus tified a  $6,595,574 reduction in San Gabrie i's  working cash

producing a  nega tive  working cash a llowance  of ($5,717,074)

Standard Practice  U-16 does  not manda te  a  s ingle  methodology for

ca lcula ting working cash. Ra the r, it "se rves  a  guide  to the  s ta ff enginee r or
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ana lys t" based on current s ta ff practices  tha t the  engineer or ana lys t should

cons ide r in de te rmining the  working cash a llowance . S tanda rd Practice  U-16,

Paragraph 8 under Section D - Working Cash Component of Rate  Base  s ta tes ,

"for practica l rea sons , the  me thod of de te rmining the  working ca sh a llowance

va rie s  with the  s ize , na ture , and the  ope ra tion of the  utility."

Regarding the  lag days  for power cos ts , San Gabrie l's  witness  expla ined

SCE issues  one  monthly invoice  to San Gabrie l for facilities  tha t a re  read on

many diffe rent me te r reading cycle s . San Gabrie l is  billed and makes  payment

on a  s ingle  30-day billing cycle , to which the  Company's  19-day lag ca lcula tion

applies . He  sa id San Gabrie l ca lcula ted the  opera tiona l cash requirement by a

s implifying conve ntion cons is te nt with the  purpose  of the  working ca sh

a llowance  and approved in pas t GRCs, including minimal cash ba lances

required to be  ma inta ined in its  cus tomer se rvice  office  cash drawers , pe tty cash,

minimal ba lances  in its  regula r checking and re turn checking bank accounts , and

one-ha lf of its  pos tage  account mainta ined a t the  pos t office . The  tota l of these

items is  $26,000.

Responding to DRA's  a sse rtion tha t San Gabrie l's  working cash

ca lcula tion ignore s  non-inve s tor supplie d cash,he  expla ined tha t Standard

Practice  U-16 provides  for ca lcula ting an opera tiona l cash requirement as  we ll a s

deductions  from the  ope ra tiona l ca sh requirement, and tha t it would be

cons is tent with the  Standard Practice  U-16 to combine  the  opera tiona l cash

requirement from which those  deductions  a re  taken. The  witne ss  te s tified tha t

DRA's  re sults  "gross ly unde rs ta te  the  ope ra tiona l ca sh requirement."

We  agree  with San Gabrie l's  working cash e s tima te . It was  done  in

accordance  with Standa rd Practice  U-16. DRA has  comple te ly miscons trued

Standard Practice  U-16; DRA has  ignored the  opera tiona l cash requirement.
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Nega tive  working cash in the  millions  of dolla rs  makes  no sense . We  have

discussed this  in de ta il in our recent discuss ion (D.06-06-036) in the  rehearing of

D.05-08-041 in A.02-11-044. San Gabrie l's  es timate  is  adopted.

E. Depreciation

San Gabrie l's  deprecia tion reserve , accrua ls , and expense  for recorded

years 2000 through 2004, estimated year 2005, and TYs 2006-2007 and 2007-2008

were  accepted by DRA subject to diffe rences  rega rding e s tima tes  of utility plant

in se rvice  and advances  during the  re levant years , and subject to correction of a

ma thema tica l e rror in San Gabrie l's  ca lcula tion of ne t plant re tirements . We

adopt the  same  methodology in de te rmining the  deprecia tion expense  based

upon our a dopte d e s tima te s  of utility pla nt.

X. Cost of Capital

The  cos t of capita l for a  public utility typica lly is  expressed a s  an ove ra ll

ra te  of re turn, ca lcula ted by adding the  we ighted cos ts  of long-te rm debt,

pre fe rred s tock, and common s tock equity. Because  San Gabrie l has  no pre fe rred

s tock outs tanding, its  capita l s tructure  includes  only the  two factors  of long-te rm

de bt a nd common e quity. During the  e vide ntia ry he a rings , Sa n Ga brie l a nd

DRA achieved a  s tipula tion a s  to the  capita l s tructure , cos t of debt, re turn on

equity (ROE) and overa ll ra te  of re turn for purposes  of this  GRC, agree ing on an

ROE of 9.90%, and overa ll ra te  of re turn of 9.33% for TY 2006-2007 and 9.35% for

TY 2007-2008. Ne ithe r the  City nor the  Dis trict joined the  s tipula tion.

A. Capital Structure

/
\

DRA's  expe rt witne ss  proposed an imputed capita l s tructure  cons is ting of

40% long-te rm debt and 60% common equity, an equity ra tio approxima te ly ha lf

way be tween the  ave rage  equity ra tio of a  group of sma ll wa te r utilitie s  and

San Gabrie l's  actua l equity ra tio. This  was  accepted by San Gabrie l. The  City's
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expert witness  recommended an imputed capita l s tructure  cons is ting of 50 %

debt and 50% equity, ba sed on a  proxy group of wa te r utilitie s  which had a  five

yea r ave rage  debt/ equity ra tio of approxima te ly 50/50. We  have  addre ssed this

issue  in the  las t two GRC decis ions  for San Gabrie l, D04-07-034 in the  las t

Fonta na  Divis ion ca s e  a nd D.05-07-044 in  la s t ye a r's  Los  Ange le s  County

Divis ion  GRC. In  both  de cis ions , we  a dopte d  a  hypothe tica l ca pita l ra tio  of 60  %

common s tock e qu ity a nd  40% long-te rm de b t.  Ha ving  a dop te d  a  60 /40  ra tio  in

2004 a nd 2005, we  a re  d is incline d to  de pa rt from tha t ra tio  a bs e nt compe lling

e vide nce , We  a dopt the  s tipu la tion  be twe e n S a n  Ga brie l a nd  DRA.

/

B. Effective Cost of Long-Term Debt

K

The  s tipula tion be tween the  DRA and San Gabrie l re sults  in a  cos t of long-

te rm debt for each year, 2006 through 2008, based on the  amounts  proposed by

San Gabrie l. The  agreed upon long-te rm debt ra tes  a re : 8.44% for 2006, 8.49%

for 2007, and 8.54% for 2008. The  City's  expert recommended us ing San

Gabrie l's  his torica l issuance  cos t of debt, ca lcula ting overa ll inte res t cos ts  of

8.3% to 8.36%. He  adjus ted downward the  e s tima ted is suance  expenses  on San

Gabrie l's  planned debt is sues . We a re  not convinced bond cos ts  will be  as  low as

the  City's  witness  has  e s tima ted. We  adopt San Gabrie l and DRA's  s tipula ted

a mounts .

C. Cost of Equity

4

Equity cos t is  a  direct measure  of the  utility's  a fte r-tax ROE inves tment. Its

de te rmina tion is  based on subjective  measurement, and is  not susceptible  to

direct measurement in the  same  way as  capita l s tructure  and embedded long-

te rm debt cos ts . The  quantita tive  mode ls  commonly used a s  a  s ta rting point to

es tima te  inves tors ' expecta tions  a re  the  discounted cash flow (DCF) and risk

premium (RP). Although the  pa rtie s  agree  tha t the  mode ls  a re  objective , the
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results  a re  dependent on subjective  inputs . For example , each pa rty used

diffe re nt proxy groups , growth ra te s , a nd ca lcula tions  of ma rke t re turns .

De ta iled description of the  DCF and RP mode ls  a re  conta ined in the  record and

are  not repea ted here .

San Gabrie l's  expert witness  presented an ana lys is  of its  cos t of equity

financing deve loped from a  range  of e s tima ted equity cos ts  for a  sample  of

wa te r utilitie s  and gas  utilitie s . The  range  of e s tima ted equity cos ts  re sulting

from the  wa te r utilitie s  sample  was  from 10.3% to 11.6%, while  the  ove ra ll range

of es timated equity cos ts  for San Gabrie l was  from 11.5% to 12.8%, supporting a

recommended 12.0% ROE. San Gabrie l's  own recommenda tion was  an ROE of

11.5%. DRA origina lly proposed an ROE of 9.0%, while  the  City proposed an

ROE of 8.9%. San Gabrie l and DRA agreed to jointly support an ROE of 99%.

Consis tent with a  9.9% ROE, San Gabrie l and DRA a lso jointly proposed to se t

the  overall ra te  of re turn for TY 2006-2007 a t 9.33% and for TY 2007-2008 a t

9.35% n

DRA's  expert witness  criticized the  11.5% ROE as  unreasonably high due

to the  use  of forecas t inte res t ra tes  above  current long-te rm yie lds , and excess ive

risk premium es tima te s . The  City's  expe rt witness  expre ssed s imila r objections .

Both witnesses  criticized the  re levance  of San Gabrie l's  cons idera tion of a  sample

of na tura l ga s  utilitie s .

What s tands  out in a  comparison of the  te s timony of the  experts  is  the

inevitable  and pe rvas ive  use  of judgment, which colors  a ll re sults . We  have

recently reviewed ROE for San Gabrie l in its  recent ra te  cases  and found

reasonable in 2004, an ROE of 10.10% (D.04-07-034, p. 59); and again in 2005 an

s tipula ted to an ROE of 9.90%, the  City proposes  9.0%. Having recently

/>
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cons ide red this  ma tte r, we  be lieve  a  20-bas is  point reduction in ROE is  more  in

line  with current trends  than the  City's  more  dra s tic 120-bas is  point reduction.

We adopt 9.90% as  the  reasonable  ROE and the  overa ll ra tes  of re turn of 9.33 for

TY 2006-2007 and 9.35% for TY 2007-2008 as  s tipula ted by DRA and San Gabrie l

(Ex. 85).

xi. Revenue Recovery Issues

A. Advice Letter Treatment

San Gabrie l seeks  to phase  into ra tes  by advice  le tte r filings  the  capita l

cos ts  for its  planned new headquarte rs  complex ($3 million in the  2005 capita l

budge t and $3 million in the  2006 capita l budge t) and for the  pos t-2005 portion of

the  Sandhill plant upgrade  project (818 million in 2006 and $4 million in 2007).

San Gabrie l be lieves  tha t advice  le tte r trea tment will temper the  ra te  impact on

cus tomers  by implementing necessa ry ra te  increases  in smalle r increments .

While  ra te  changes  for the  tes t year and esca la tion years  a re  intended to be

effective  as  of July 1, San Gabrie l proposes to schedule  ra te  increases  re la ted to

these  advice  le tte r projects  for January 1 of each year, when water usage  tends  to

be  lowe r tha n in the  s umme r.

San Gabrie l proposes  to include  the  $12 million budge ted for expenditure

in 2005 for the  Sandhill upgrade  project in TY 2006-2007 ra te  base , but to track

othe r capita l expenditures  on Sandhill and the  headquarte rs  complex, adding an

a llowa nce  for funds  use d during cons truction (AFUDC) or inte re s t during

cons truction (IDC) if not re fle cte d in te s t ye a r CWIP. It would submit a dvice

le tte rs  by November 15 of each year to e ffect ra te  increases  on the  following

January 1 re flecting inclus ion of those  inves tment and inte res t amounts  in ra te

base .

f
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DRA recommends  tha t the  cos t of the  Sandhill plant upgrade  be  removed

from plant in se rvice , and tha t the  proposed advice  le tte r trea tment for the

incrementa l cos ts  be  disa llowed. It a rgues  the  next GRC is  the  prope r time  to

make  a  de te rmina tion of whe the r the  cos t of the  upgrade  is  appropria te , s ince  by

tha t time  the  new plant should be  ope ra tiona l and its  capacity can be  readily

de te rmined. The  Company can accumula te  cha rges  so tha t its  inves tment is

protected until such time  as  a  fina l de te rmina tion on the  project can be  made .

We  disagree  with DRA. We  have  found tha t the  plant is  needed and have

es tablished a  cap of $35 million for cons truction cos ts . We  will a llow San Gabrie l

to place  its  comple ted portions  into ra tebase  by advice  le tte r. San Gabrie l may

file  an advice  le tte r to place  its  inves tment in the  Sandhill facility into ra tebase  by

November 15, 2007 to be  e ffective  January 1, 2008 and sha ll further file  an advice

le tter by November 15, 2008 to be  effective  January 1, 2009 if necessary.

However, the  reques t to use  an advice  le tte r filing for the  headquarte rs

building is  de nie d. The  Ne w He a dqua rte rs  building sha ll be  counte d a ga ins t the

ratebase cap.

However, DRA recommends  tha t San Gabrie l be  a llowed recove ry via

advice  le tte r of the  new Wate r Trea tment Ope ra tor III pos itions  a fte r the  Sandhill

wa te r trea tment plant upgrade  is  in se rvice  and the  pos itions  a re  actua lly filled

by San Gabrie l. As  we  discussed ea rlie r in this  opinion, those  Wate r Trea tment

Gpe ra tor III pos itions  willhave to be  filled we ll in advance  of the  Sandhill

upgrades  be ing placed in se rvice , so the  new employees  can be  tra ined and

be come  fa milia r with the  pla nt a s  built, DRA's  proposa l to use  the  a dvice  le tte r

process  to cover the  expense  associa ted with these  pos itions  a fte r the  Sandhill

plant upgrades  a re  placed in se rvice  is  denied.

/
(
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B. Memorandum Accounts

1. Water Quality Litigation
Memorandum Account

Early in 2002, in response to the loss of regular service from seven wells

that were contaminated with perchlorate, San Gabriel realized the Fontana

Division was facing an increase in water quality litigation costs. San Gabriel

responded by opening a Water Quality Litigation Memorandum Account in

March 2002 to record outside legal expense related to water quality litigation for

the Fontana Division. By D.04-07-034, we authorized a 12-month amortization of

the July 2003 balance of $1.0 million, which was completed in July 2005

San Gabriel seeks to amortize the balance recorded in the Water Quality

Litigation Memorandum Account as of June 30, 2006. In October 2005, the

account balance stood at over $2 million

DRA agrees that water quality litigation costs should continue to be

subject to a memorandum account and the expenses associated with water

quality litigation should be excluded from base rates. DRA, however, takes issue

with the timing of the amortization of the costs contained in the account. DRA

recommends that recovery of the costs be deferred until the amount of recovery

from third parties can be determined. DRA says it is obvious the Company

anticipates that the costs of water quality litigation will result in significant

recoveries, which are anticipated to exceed the costs incurred. Therefore, it is

wrong to charge current ratepayers with the costs by annually amortizing the

memorandum account in rates when it is the future ratepayers who will receive

the benefit of the costs. DRA recommends that these expenditures be deferred to

be matched up with the future benefits. The Company is not harmed by the

deferral as the memorandum account accumulates interest
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San Gabrie l objects  to de fe rra l of cos t recovery. It a rgues  tha t wa te r

qua lity litiga tion ha s  be come  a n ongoing Compa ny re spons ibility with no e nd in

s ight. S ince  San Gabrie l is  the  pla intiff in pursuing the  pollute rs , the re  is  no

prospect of recove ring its  litiga tion expenses  from the  Company's  insure rs .

Meanwhile , inte res t accrues  on unrecovered litiga tion cos ts . Jus t a s  the

Commiss ion has  urged wa te r utilitie s  to active ly pursue  the  pollute rs , the

Commiss ion should se t ra te s  tha t a llow recove ry of the  cos ts  incurred in tha t

process  on a  current or nea r-current ba s is . Allowing re la tive ly current re cove ry

of a ccrue d litiga tion cos ts  will not pre ve nt ra te pa ye rs  from fully be ne fiting from

a ll recove rie s  and ce rta inly will not diminish the  Company's  incentive  to seek

re cove rie s  from pollute rs .

We agree  tha t a  prompt amortiza tion of the  June  30, 2006 ba lance  in the

account is  appropria te . The  lawsuits  a re  for current damages  to we lls  tha t a re , or

were , in se rvice  for current cus tomers . We be lieve  San Gabrie l is  active ly

pursuing pollute rs  a nd prompt a mortiza tion of le ga l cos ts  will e ncoura ge

continued pursuit. Howeve r, the  record is  not cle a r rega rding the  de ta ils  of this

account. The re fore , we  will require  the  Company to file  a  new advice  le tte r

a uthorizing the  a mortiza tion to be  a pprove d by the  Wa te r Divis ion. The  a dvice

le tte r sha ll include  a  de ta iled description of the  se rvices  provided by San

Gabrie l's  outs ide  counse l. The  amount approved sha ll be  recovered by

surcharge .

2. Water Quality Memorandum Account

DRA recommends  tha t San Gabrie l be  a llowed to continue  to ma inta in a

WQMA, so tha t a mounts  re ce ive d from pollute rs  or gra nts  re ce ive d from

gove rnment agencie s  may bene fit future  ra tepaye rs . The  WQMA was

es tablished in the  la s t GRC, with the  intention tha t any funds  rece ived in the
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future  from la wsuits  a ga ins t pollute rs  a nd from gra nts  would be  include d in tha t

a ccount a nd ultima te ly inve s te d in re me dia tion e fforts  in a  wa y tha t would

shie ld ra tepayers  from bearing the  cos ts  to the  extent such funds  were  ava ilable .

Some se ttlements  have  been trea ted as  contributions  toward the  capita l cos t of

facilities , thereby reducing ra te  base .

This  account is  a  benefit to ra tepayers . But it is  only a  benefit to the  extent

tha t San Gabrie l accura te ly accounts  for funds  rece ived. Our discuss ion of the

use  of such funds , se t forth be low, causes  us  grea t concern. Funds  have  been

dive rted from bene fiting ra tepaye rs  to bene fiting sha reholde rs .

c. Net-to-Gross Multiplier

A key e lement in ca lcula ting revenue  requirement is  the  ne t-to-gross

multiplie r, a  factor applied to the  forecas t ne t income  to ca lcula te  tax

consequences  of the  required te s t yea r and a ttrition year revenue  requirement.

San Gabrie l's  proposed ne t to-gross  multiplie r is  1.800324 DRA proposed

1.77286 as  the  ne t-to-gross  multiplie r, the  diffe rence  be ing DRA's  use  of an

uncollectible s  ra te  of 0.1951% and a  deduction for qua lified production activitie s

under the  Jobs  Act, both items discussed above . We find the  ne t-to-gross

multiplie r to be  1.772805 based on the  resolution of those  issues .

D. Calculation of Escalation Year Rates

In accordance  with the  RCP, year 2007-2008 is  a  tes t year for items re la ted

to ra te  base  and an esca la tion year for a ll other revenue  requirement

components , and TY 2008-2009 is  an a ttrition year for ra te  base  items and an

esca la tion yea r for othe r components . We  have  followed the  RCP requirement

for te s t yea r, e sca la tion, and a ttrition factors  to produce  revenue  requirement and

rate  increase calculations for escalation years 2007-2008 and 2008-2009.

4
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XII. Rate Design

A. Facilities Fee

The  City proposes  tha t the  Commiss ion require  San Gabrie l to impose  a

facilitie s  fee  for new deve lopment rece iving wa te r se rvice  from the

Fontana  Divis ion. Growth is  forecas ted to be  approxima te ly 1,350 new

connections  each yea r. Othe r wa te r purveyors  in the  region cha rge  be tween

$5,000 and $7,000 per new home connected to the  system and use  those  funds to

pa y for a dditiona l ca pa city ne e de d to s e rve  ne w cus tome rs . The  City provide d

Exhibit 54, a  "Capita l Deve lopment Fee  Survey," which ca lcula tes  an ave rage

cost of development fees  and the  range  of such fees  for various  meter s izes  as

such fees  a re  assessed by a  se t of nine  public water dis tricts  or cities  in genera l

proximity to the  City of Fonta na . DRA ta ke s  the  pos ition tha t to the  e xte nt a ny

addition to plant is  growth re la ted, the  cos t of the  added facilitie s  to se rve  such

growth should be  contribute d by the  de ve lope r.

A witness  for the  City te s tified tha t a ll his  current public agency clients

assess  facility charges in the  range of $5,000 to $7,000 on developers  to pay for

upgrades  to accommoda te  future  growth. San Gabrie l's  witne ss  agreed tha t this

was  a  common practice  for public entitie s  financing infra s tructure  to se rve  new

deve lopments , and cons ide red this  an advantage  for public wa te r dis tricts  or

citie s  in contra s t to Commiss ion-regula ted wa te r companies .

A ma jor cons ide ra tion with re spect to potentia l facilitie s  fee s , deve lopment

fees , connection fees , and the  like , was  whe ther the  proceeds  would be  subject to

fede ra l income  tax. It is  important to describe  such a  fee  in a  manner to avoid the

payment of taxes . San Gabrie l's  expert expla ined tha t Section 118 of the  Inte rna l

Revenue  Code  (IRC) makes  advances  for cons truction and CIAC non-taxable  for

wa te r utilitie s , while  de fining CIAC to exclude  "amounts  pa id a s  se rvice  cha rges
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for starting or stopping services." He concluded that it would be feasible to

implement a non-taxable facilities fee in compliance with a Commission tariff

requiring developers or customers to pay for utility plant other than costs to

install service connections. Pending the collection of facilities fees, he

recommended that the Commission authorize San Gabriel either to include

construction costs in rate base as CWIP or to add AFUDC or IDC to the cost of

those facilities, which ultimately would be offset in ratemaking by the collection

of the facilities fees that could be recorded as CIAC. By connecting the facilities

fee to specific projects required for growth, it would be clear that such a fee is not

tied to the cost of installing a service line or a charge for connecting to the system

or starting service. He did not estimate the amount of the facilities fee or the

amount of rate base reduction that could result.

San Gabriel and DRA each submitted late-filed exhibits presenting

calculations of the effects of a facilities fee of $5,000 per new connection on

San Gabriel's rate base and revenue requirement. San Gabriel recommends that

facilities fee receipts through September of each year be recognized as

deductions from rate base in conjunction with annual advice letter filings

phasing Sandhill upgrade and headquarter complex investments into rates

effective January 1 of the following year. Thus, if 1,350 new connections actually

are added per year and a $5,000 fee per connection charged during this three-

year rate case cycle, over $20 million of facilities fees would be collected from

developers resulting in an eventual $4 million per year ratepayer revenue

savings.

DRA presented an exhibit with somewhat different calculations of the

impacts of $5,000 facilities fee, with estimated ratepayer savings up to

$3.20 million per year.
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San Gabrie l does  not oppose  adoption of a  facilities  fee  payable  by

deve lopers  or new cus tomers , but San Gabrie l is  concerned about a  number of

key is sues , which include :

Give n the  unce rta inty a nd vola tility of re a l e s ta te  de ve lopme nt,
the  revenue  tha t a  facilitie s  fee  would genera te  is  highly
unce rta in both in a mount a nd timing. In orde r to a void
burdening San Gabrie l with a  new and incrementa l source  of
financia l risk, it is  e ssentia l tha t facilitie s  fee  revenues  only be
taken into account for ra te rnaking purposes  once  they have
been rece ived, through an advice  le tte r.

Given the  intention of trea ting facilitie s  fee  revenues  a s  GIAC,
offs e tting a dditions  to utility pla nt a nd the re by a voiding
increases  in ra te  base , it is  important to identify capita l projects
tha t a re  needed, in whole  or in pa rt, to se rve  new cus tomers
ra the r than exis ting sys tem requirements  .

While  it appears  to have  been assumed tha t "deve lopers"
would be  re spons ible  for paying the  facilitie s fe e , the  e xis ting
e vide ntia ry re cord doe s  not provide  a  working de finition of
tha t te rm a nd doe s  not provide  a  ba s is  for de te rmining wha t
percentage  of new service  connections  a re  for properties
cons tructe d by a  "de ve lope r," howe ve r tha t te rm ma y be
de fine d, or for de te rmining whe the r a  fa cilitie s  fe e  would a pply
with re spect to new se rvice  connections  not involving a
"de ve lope r,"

DRA, the  City, a nd the  Dis trict a ll re comme nd a  more  dire ct a pplica tion of

the  facilitie s  fee . They point out tha t San Gabrie l has  presented the  facilitie s  fees

as  offse ts  to its  proposed future  advice  le tte rs  for the  Sandhill plant and the  office

complex, and not a s  a  CIAC offse t to ra te  base . DRA asse rts  tha t the  impact, if

the  facilities  fees  a re  adopted, should be  shown as  an offse t to ra te  base  in the  tes t

year and each of the  esca la tion years , and not as  offse ts  to proposed future

advice  le tte rs . DRA disagrees  with San Gabrie l's  proposed advice  le tte r

tre a tme nt for both the  Sa ndhill pla nt upgra de  a nd office  comple x. As  shown on

_66_



Table 1

Water Purveyor Meter Size/Fee
3/4" 1 "

City of Chino $5,809 $5,809

City of Onta rio $5,147 $5,147

City of Ria lto $5,100 $8,500

West Valley Water District $5,080 $8,635

City of S a n Be rna rdino $6,375 $8,445

City of Upla nd $ 600 N/A
Cuca monga  Va lle y Wa te r Dis trict $2,864 $4,783

City of Colton N/A $2,900

Monte  Vis ta  Wa te r Compa ny $3,429 $5,486

Ave ra ge Cos t $4,300 $6,213

A.05-08-021, 1.06-03-001 COM/JB1 /jt2

/

J

\

Joint Exhibit 62a, DRA's proposal would reduce San Gabriel's revenue

requirement by $637,815 in TY 2006-2007; $1,902,612 in escalation year 2007-2008

and $3,137,472 in escalation year 2008-2009.

A facilities fee of a maximum $5,000 for a 5/8" x 3/4" meter is reasonable

and will be authorized. San Gabriel has presented persuasive evidence that its

customer base is growing by about 2 1/2% per year with concomitant growth in

water usage, It proposes upgrades to its Sandhill plant, new wells, new

reservoirs, and equipment to meet this growth. It is not unreasonable to require

developers, builders, and new customers to assist in paying for these new

facilities through a facilities fee paid prior to connection. The City strongly

supports this fee and has submitted a resolution of the City Council affirming its

support. The water systems closest to San Gabriel have imposed facilities fees in

varying amounts depending on meter size.
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Ta b le  2

Fa cilitie s  Fe e  Alloca tion By Mete r S ize

Mete r S ize Ra t io

5/8" x3/4" 0r 3/4" 1.0

1.33

1- 1 /2" 2.0

2.67

4.0

5.33

8.0

10.67

13.33
1 2 " 16.0

18.67
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Based on cha rges  of s imila rly s itua ted wa te r purveyors  we  find a  facilitie s

fee  of $5000 per new service  connection up to 3/4" mete r s ize  to pay for the  cos t

of new infra s tructure  is  rea sonable . Highe r me te r s ize s  will pay according to the

following ra tios , a s  proposed by the  Commiss ion's  Wa te r Divis ion:

We agree  with San Gabrie l tha t the  revenue  the  facilities  fee  will genera te

is  highly unce rta in in both a mount a nd timing, give n the  unce rta inty a nd

vola tility of re a l e s ta te  de ve lopme nt. The re fore , we  a dopt the  following

proce dure :

1. All fe e s  colle cte d mus t be  re corde d in a  me mora ndum
account. They sha ll be  credited to CIAC a t the  time  the  fees
a re  spent for additiona l plant.

The  utility sha ll show the  ba lances  in its  annua l report to the
Commiss ion. Fund ba lances  should be  lis ted as  debits  to

2.
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Account 121-3, miscellaneous specia l deposits , and as  credits
to Account 242, othe r de fe rred credits .

Inte res t should a lso be  debited to Account 121-3,
misce llaneous  specia l depos its , and credited to Account 265,
c lAc .

4. When plant is  replaced us ing funds  from these  fees , a  debit
should be  made  to the  appropria te  plant account, a  credit
made  to Account 121-3, misce llaneous  specia l deposits , a  debit
made  to Account 242, othe r de fe rred credits , and a  credit
made  to Account 265, CIAC.

5. The  fee  is  applicable  to a ll applicants  for ins ta lla tion of se rvice
connections  by the  utility in the  te rritory se rved for premise s
not pre vious ly conne cte d to its  dis tribution ma ins , for
additiona l se rvice  connections  to exis ting premises , and for
increases  in s ize  of service  connections  to exis ting premises  a t
the  cus tolner's  reques t.

An es timate  of the  Facilities  Fees  sha ll be  included in any
depos it required of the  applicant under Rules  15 and 16, or
othe rwise . The  ta riff shee t in e ffect a t the  time  the  s ta tement
of actua l cons truction cos ts  is  provided to the  applicant unde r
Rules  15 and 16, or otherwise , sha ll de te rmine  the  applicable
amount of the  Facilities  Fees .

<

Se e  Appe ndix D for a  form of ta riff.

The  proceeds  of the  facilities  fees  should be  firs t used to offse t the  increase

in ra tebase  re sulting from the  Sandhill tre a tment facility and then if sufficient, to

offse t other ra tebase  increases  subject to the  10% ratebase  cap. This  offse t is

performed a fte r the  ca lcula tion of the  ra tebase  cap so tha t the  e ffect of the  offse t

is  not to crea te  more  room for inves tment under the  ra tebase  cap. In 2007 and

2008 San Gabrie l sha ll file  an advice  le tte r, concurrent with any advice  le tte r to

re flect the  addition of the  Sandhill facility to ra te  base  in ra te s , to re flect the

revenue  requirement reductions  caused by the  increase  in CIAC re sulting from

3.

6.
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the  proceeds  of the  facilities  fees . These  advice  le tte rs  sha ll be  filed by November

15, to be  e ffective  the  January 1 of the  following year.

B. Monthly Service Charges

Since  the  mid-1980s , a  City ordinance  has  manda ted fire  sprinkle rs  in a ll

new re s identia l cons truction. One -inch wa te r me te rs  a re  required in conjunction

with such sprinkle r sys tems  and, the re fore , owners  of newer homes  in Fontana

consequently pay higher monthly se rvice  fees  than othe r res identia l cus tomers .

The  City proposes  to equa lize  the  se rvice  charge  for a  3/4" mete r and a  1" mete r.

San Gabrie l's  witness  opposed this  proposa l and expla ined tha t the  higher

se rvice  charge  for a  one-inch mete r follows  Commiss ion guide lines  es tablished

by D.86-05-064; impos ing additiona l charges  on othe r Fontana  Divis ion

cus tomers  would subs idize  new home  owners  who a re  subject to the  City's  fire

sprinkle r ordinance . To modify the  se rvice  cha rge  to equa lize  it for new

res idences  would be  a  change  which would benefit occupants  of recently

constructed homes a t the  expense  of cus tomers  with older res idences . Such a

ra te  des ign change  would run directly counte r to the  City's  othe r ra te  des ign

proposa l, a  facilitie s  fee .

DRA has  reviewed San Gabrie l's  monthly se rvice  cha rge  and finds  tha t it

is  in compliance  with the  Commiss ion's  Wate r Ra te  Des ign Policy se t forth in

D.86-05--64. This  method is  based on 50% of fixed cos ts  be ing included in the

se rvice  charge , with remaining cos ts  recovered through a  s ingle  block

commodity cha rge . DRA takes  no is sue  with the  me thodology used by the

Compa ny. It is  a dopte d.

c. California Alternative Rates for Water (CARW)

4

In San Gabrie l's  las t ra te  case , D04-07-034, the  Commiss ion required

Sa n Ga brie l to imple me nt a  low income  ra te  progra m. Unde r CARW qua lifying
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cus tomers  rece ive  a  50% reduction to the ir monthly se rvice  cha rge , Within the

ra te  des ign ca lcula tions  presented by San Gabrie l, the  Company assumed tha t

30.7% of the  Fontana  Divis ion's  res identia l cus tomers  se rved through a  1-inch or

sma lle r me te r will qua lify for the  CARW progra m. By a  subse que nt a dvice  le tte r

filing, San Gabrie l revised ra tes  to re flect a  15% participa tion ra te . Tha t impact is

spread ove r a ll rema ining service ca lcula tions . DRA takes  no is sue  with the

Compa ny's  a s sumptions  a nd ca lcula tions  re ga rding this  progra m. It is  a dopte d.

Further, San Gabrie l sha ll continue  to record the  cos ts  of its  CARW in its

memorandum account. San Gabrie l sha ll a lso report to the  Director of the  Wate r

Divis ion annua lly the  amount of annua l cos ts  of the  CARW program and its

impact on ra tes  ,

San Gabrie l, may file  by advice  le tte r for authority to recover the  cos ts  of

the  CARW through a  surcha rge  and removing the  cos ts  from ra te s . Such an

advice  le tte r should be  filed 90 days  prior to the  des ired e ffective  da te .

XIII. Water Division Audit Report

A. Background

San Gabrie l has  two divis ions : the  Fontana  Divis ion and the  Los  Ange les

County Divis ion. In the  la s t Fontana  Divis ion ra te  case  decis ion, D.04-07-034, we

orde red our Wa te r Divis ion to audit, prior to Fontana  Divis ion's  next gene ra l

ra te case, a ll sa le  and condemnation proceeds  rece ived by San Gabrie l from 1996

onwards . Although D.04-07-034 only pe rta ined to the  Fontana  Divis ion, the

proceeds  a t is sue  a lso included proceeds  from the  Los  Ange les  County Divis ion.

Additiona lly, in the  la s t Fonta na  Divis ion ra te case, the  City of Fontana  ra ised

the  issue  of whe ther proceeds  rece ived by San Gabrie l from condemnation,

se rvice  duplica tion, and lawsuit s e ttlements  re la ted to wa te r contamina tion had

been prope rly accounted for. This  was  a lso pa rt of the  Audit Report.
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The  ma jor findings  of the  Audit Re port a re  summa rize d a s  follows :

San Gabrie l received $27,811,312 in gain from various
transactions  during the  years  1996 to 2004 from:

Fo n ta n a To ta l

Wa te r conta mina tion (Non-CIAC)

Service duplication

Sale on condemnations

S a le  to  priva te  prope rty owne rs

To ta l

$ 8,559,863

$ 2,314,538

$ 2,520,148

'83 507,199

$ 13,901,748

Los Angeles

$ 11,081,498

$ 1,500,000

$ 709,373

$ 618,693

$ 13,909,564

$ 19/641,361

33 3,814,538

$ 3,229,521

$ 1,125,892

$ 27,811,312

San Gabriel cla ims that the $27,811,312 proceeds were
re inve s te d in wa te r pla nt infra s tructure  in a ccorda nce  with
Section 790.

Most of the  $27,811,312 proceeds  do not qualify under
Section 790.

$27,456,307 in net proceeds should be  a llocated to ra tepayers .

If the  Commiss ion accepts  San Gabrie l's  cla im tha t the  proceeds
qua lify under Section 790, San Gabrie l did not re inves t the
proceeds  in Section 790 plant infras tructure .

$40,855,200 in dividends  was  pa id to shareholders  during 1996
to 2004. San Gabrie l would not have  been able  to pay these
dividends  without the  $27,811,312 proceeds  rece ived during
those years .

San Gabrie l asserts  tha t it has  accounted properly for the  proceeds  of a ll

the  re levant transactions , has  complied with a ll recordkeeping requirements  of

Section 790, and prope rly has  re inves ted the  proceeds  in utility plant on which it

is  e ntitle d to e a rn its  a uthorize d ra te  of re turn. It s a ys  if the  Commiss ion

de te rmines  tha t some portion of those  transactions  and proceeds  a re  not

governed by Section 790 or the  gain on sa le  OIR decis ion (D.06-05-041), the
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disposition of proceeds should depend on the relative risks and burdens borne

by shareholders and ratepayers.

1. Application of Sections 789-790

(

In 1995, the California Legislature adopted the Water Utility Infrastructure

Improvement Act to address the challenge facing California's investor-owned

water utilities to invest in new infrastructure, plant, and facilities to comply with

increasingly strict safe drinking water laws and regulations, to develop new and

existing sources of supply, and to replace or upgrade existing infrastructure,

plant, and facilities. Pub. Util. Code § 789.1(a)-(e).

In Phase II of Rulemaking (R) 04-09-003, we are examining the regulatory

treatment of gains that result from the disposition of property as a result of

condemnation, sales under threat of condemnation, and proceeds from inverse

condemnations. We will defer judgment on the regulatory treatment and the

application of Section 789-790 to these proceeds to that proceeding.

We now turn to the Audit Report.

Overall, the Audit Report addresses $27,811,312 in proceeds San Gabriel

received from four categories of transactions during the years 1996 to 2004 in

both the Company's operating divisions. By far the largest portion of this total

was proceeds from contamination claims not classified as CIAC - $8,559,863 in

the Fontana Division and $11,081,498 in the Los Angeles County Division. In

both instances, the contamination proceeds at issue were above the amounts

reimbursed to the Company for the costs to design, build, and operate wellhead

treatment facilities; all of those reimbursements were recorded as CIAC rate base

adjustments (for capital) or used to reduce customer revenue requirements (for

O&IVI expenses). Another $2,314,538 in Fontana Division and $1,500,000 in

Los Angeles resulted from service duplication claims. Lesser totals resulted from
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sa les  in connection with condemna tions  and sa le s  to priva te  property owners ,

re s pe ctive ly.

The  Audit Report cla ims  tha t, contra ry to San Gabrie l's  contention, mos t of

the  proceeds  a t issue  did not qua lify under Section 790 - tha t is , they were  not

the  proceeds  of sa les  of rea l property. To wha tever extent the  proceeds  did

qua lify under Section 790, the  Audit Report asse rts  tha t San Gabrie l fa iled to

re inves t those  proceeds  in accordance  with the  s ta tutory requirements . The

Audit Report recommends  tha t a ll of the  $27,811,312 in proceeds  from the  four

classes of transactions except for $355,005 in re tired plant - a  tota l of $27,456,307

in ne t proceeds  .- plus  an unspecified amount of inte res t should be  a lloca ted to

ra te pa ye rs .

Noting tha t Sa n Ga brie l pa id more  tha n $40 million in divide nds  from

1996 to 2004, the  Audit Report a rgued tha t San Gabrie l could not have  pa id those

dividends  without the  $27,811,312 in proceeds  tha t were  the  focus  of the  s taff

audit. The  dividend payments  contradict San Gabrie l's  cla im tha t those  proceeds

were  re inves ted in Section 790 plant. The  Audit Report recommends  tha t even if

the  proceeds qualify under Section 790, the  net proceeds of $27,456,307 must be

a lloca ted to ra tepayers .

2. Applicability of Gain on Sale
Rulemaking D.06-05-041 in R.04-09-003

Qn May 25, 2006, the  Commiss ion issued its  opinion regarding a lloca tion

of ga ins  on sa le  of utility asse ts . (D.06-05-041.) In tha t decis ion, we  adopted a

process  for a llocating gains  (and losses) on sa le  received by certa in e lectric, gas ,

te lecommunica tions , and wa te r utilitie s  when they se ll utility land, a sse ts  such as

buildings , or othe r tangible  or intangible  a s se ts  formerly used to se rve  utility

cus tomers . In D06-05-041, we  de fe rred the  is sue  of ga ins  re sulting from
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condemna tion, sa le s  under threa t of condemna tion and inve rse  condemna tion.

Tha t phase  is  currently unde rway and we  de fe r de te rmining this  is sue  in this

proce e ding until we  ha ve  a rticula te d our broa de r policy.

In most cases , utility ra tepayers  should rece ive  100% of the  ga in from

depreciable  property such as  buildings . Ra tepayers  and sha reholde rs , however,

will split the  ga in from non-depreciable  prope rty such a s  land and wa te r rights .

We sa id, though ra tepayers  bea r mos t of the  risk associa ted with such property,

a  67% - 33% alloca tion is  a  fa ir and reasonable  outcome, partly to compensate  for

some  fina ncia l risk borne  by the  utility, a nd pa rtly a s  a n ince ntive  to utility

management to manage  its  asse ts  wise ly.

The  de cis ion provide s  inte rpre ta tion of the  Wa te r Utility Infra s tructure  Act

companies  ce rta inty on how to a lloca te  ga ins  on sa le , and to limit Commiss ion

flexibility in a lloca ting such ga ins . We  sa id the  s ta tute  does  not limit our ability

to impose  record keeping requirements  on the  wa te r companies  to ensure  they

give  notice  of planned sa les  and of how they would inves t proceeds  from the  sa le

of forme rly us e d a nd us e ful utility prope rty in ne w infra s tructure , a nd we

imposed such requirements . We a lso discussed the  trea tment of proceeds

a ttributa ble  to prope rty purcha se d with funds  tha t did not come  from the  wa te r

company, such a s  deve lope r funds  and contamina tion litiga tion proceeds .

We sa id "unless  otherwise  s ta ted, we  a lso intend the  answers  to the

generic ga in on sa le  ques tions  to apply to wate r utilitie s ." (D.06-05-041, p. 12.)

And we  concluded "tha t incidence  of risk is  the  be s t de te rminant of how to

allocate  gains and losses on sales." (Id , p. 26.) We  found tha t the  Uniform

System of Accounts  (USGA) accounting ca tegories , while  necessary to ensure

tha t utilitie s  ma inta in the ir books  in a  cons is tent manne r, do not control ga in on

/
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sa le  a lloca tion. (ld., p. 41.) We  reviewed the  Infra s tructure  Act in grea t de ta il,

but did not re solve  a ll is sues . We  sa id contamina tion proceeds  do not involve

sa les  of rea l property, so the  Infras tructure  Act does  not apply, nor a re  such

proceeds gains  on sa le , such proceeds are  outs ide  the  scope of that proceeding.

(Id , p. 69.)

San Gabrie l took a  prominent role  in commenting on condemna tion ga ins

a nd involunta ry conve rs ion ga ins . It re fe rre d to two type s  of conde mna tion for

which it contends  the  utility should rece ive  the  proceeds . Firs t, utilitie s  routine ly

se ll prope rty a s  a  re sult of condemna tion or unde r the  threa t or imminence  of

condemna tion by a  city or othe r gove rnmenta l agency. Second, wa te r utilitie s

may a lso rece ive  proceeds  from inverse  condemnation under the  "Service

et seq. Such condemnations  occur

when the  gove rnment cons tructs  wa te r facilitie s  tha t duplica te  the  facilitie s  of a

for the  reduction in va lue  of its  prope rty even where  the  gove rnment does  not

phys ica lly acquire  the  utility prope rty. In both cases , San Gabrie l contends  the

proceeds should be treated as sales  proceeds, and the gain or loss  passed to

utility sha reholde rs . San Gabrie l cla ims  such trea tment is  cons is tent with the

USOA, genera lly accepted accounting principles  (GAAP) and fede ra l and

Ca lifornia  income  tax rule s  .

San Gabrie l seeks  too much. We have  cons is tently mainta ined tha t

accounting provis ions  do not control the  ra temaking policie s  which we  may

determine  to be  reasonable  and necessary, nor a re  income tax rules  controlling.

We noted in D.06-05-041 tha t we had rece ived a  grea t dea l of comment on the

condemna tion (including sa le  unde r threa t of condemna tion) is sue ; we  found the

(
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issue  requires  furthe r cons ide ra tion. We  de fe rred cons ide ra tion of this  is sue  to a

second, narrowly focused phase  of R04-09-003 proceeding. (Id , p. 77.)

3. Sale to Private Parties

When priva te  parties  seek to purchase  easements  or rea l property in

connection with planned improvements , San Gabrie l de te rmines  if the  prope rty

is  no longe r necessa ry or use ful to the  company for public utility se rvice . The  24

sa les  to priva te  pa rties  in the  Fontana  Divis ion during years  1996 to 2004 mainly

involved re lease  of ea sements  or rights  of way with lines damaged, threa tened

or rende red unusable  or haza rdous  by grading and cons truction ope ra tions . The

Water Divis ion agrees  these  properties  were  no longer necessary or useful and

tha t the  $507,199 San Gabrie l rece ived from property sa les  to priva te  owners  is

governed by Section 790. We, a lso, agree

4. Condemnations and Sales Under
Threat of Condemnation

When a  government agency informs  San Gabrie l tha t a  public

improvement project require s  acquis ition or condemna tion of San Gabrie l's

property, San Gabrie l's  normal practice  is  to work out a  reasonable  se ttlement

and a  volunta ry sa le . San Gabrie l documented the  circumstances  of a ll ten such

transactions  be tween San Gabrie l and the  City of Fontana , the  City of Ria lto, or

Ca ltrans , (as  well a s  a  minor access  agreement with the  County of

San Bernardino), tha t were  ente red into during the  years  1996-2004

We rece ived a  grea t dea l of comment on the  condemnation (including sa le

under threa t of condemnation) issue  in R.04_09-003, our Gain on Sale

Rulemaking. In D.06-05-041, we  de te rmined tha t the  is sue  requires  furthe r

cons ide ra tion and, pe rhaps , brie fing. We  the re fore  de fe r cons ide ra tion of this

issue  to a  second, narrowly focused phase  of tha t proceeding. Tha t phase  is
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currently unde rway and we  de fe r de te rmining the se  is sues  in this  proceeding

until we  have  a rticula ted our broade r policy in R04-09-003.

5. Compensation for Service
Duplication Claims

California  law trea ts  a  gove rnment agency's  duplica tion of the  se rvice  or

fa cilitie s  provide d by a  priva te ly-owne d wa te r utility a s  a  ta king of the  prope rty

of the  priva te  utility to the  e xte nt it re nde rs  the  priva te  utility's  prope rty use le s s ,

inope ra tive , or reduces  its  va lue , and provides  for payment of jus t compensa tion.

et seq.) San Gabrie l a rgues  tha t in past cases , even if the

public a ge ncy did not phys ica lly a cquire  a ny of the  utility's  prope rty, the

Commiss ion has  directed the  utility to account for such payments  a s  proceeds  of

a sale. San Gabriel Valley Water Co. u. Mon tebello (1978) 84 Cal. App.3d 757, and

Re San Gabriel Valley Water Co., D.92112 (hereinafter Mon tebello).

The  amount in controversy is  $2,314,538 San Gabrie l cla ims  tha t these

se rvice  duplica tion proceeds  qua lify unde r Section 790. DRA and the

Audit Report conclude  tha t the  $2,314,538 does  not qualify as  Section 790

proceeds  because  it was  not the  result of the  sa le  of rea l property. There  was  no

rea l property sa le  be tween San Gabrie l and the  City of Fontana . The  se ttlement

a gre e me nt with the  City did not provide  for a ny tra ns fe r of title  or inte re s t of

prope rty or rights  to the  City. Ins tead, the  se ttlement pa id San Gabrie l jus t

compensa tion unde r inve rse  condemna tion by se rvice  duplica tion unde r

San Gabrie l contends  these  proceeds  a re  trea ted under the  California  Code

of Civil Procedure  and under s ta te  and fede ra l tax laws  as  inve rse  condemna tion

et seq.,a s  an involunta ry sa le  of

prope rty. San Gabrie l re ads  the Mon tebello case  as  one  in which the  Commiss ion
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ins tructed San Gabrie l to account for the  damage  award proceeds  in a  se rvice

duplica tion case  the  same as  the  proceeds of a  sa le  and a llocating a ll ga in to the

Company, even though no phys ica l property changed hands . San Gabrie l a sse rts

tha t it has  cons is tently accounted for a ll compensa tion from condemna tions ,

including inve rse  condemna tions , in accordance  with this  Commiss ion's

dire ctive , i.e., a s  a  sa le  of rea l e s ta te . Accordingly, irre spective  of whe the r the

service  duplica tion damages  judgment is  class ified as  Section 790 proceeds , the

Audit Re port is  wrong in concluding tha t the  $2.3 million judgme nt the  City of

Fontana  pa id San Gabrie l should be  a lloca ted to ra tepayers  or trea ted as  GIAC.

We  will a lso de fe r the  de te rmina tion of wha t to do with the  proceeds

resulting from inverse  condemnations . This  is sue  is  be fore  us  in R04-09-003 and

we  will de fe r judgment on how to dea l with the se  types  of condemna tions  to tha t

proce e ding.

6. Proceeds from Contamination
Settlement

(

On November 10, 1998, San Gabrie l ente red into a  se ttlement with the

County of San Berna rdino (County) where  the  County agreed to pay San Gabrie l

compensa tion for damaging San Gabrie l's  prope rty by contamina tion from the

County's  Mid-Va lle y Sa nita ry La ndfill. Sa n Ga brie l re porte d tha t it re ce ive d, for

the  period 1998 to 2004, $8,559,863 from the  County. These  proceeds are

compris e d of the  following:

Compensa tion for damages  from 3/1 /97 to 12/31/99

Costs  to construct P lant P -10 rem dia ijon facilitie s

Delay in restoring P lant F-10 to full se rvice

Additiona l damages  (addendum agreement)

Tota l

$4,052,449

3,996,455

455,959

55,000

$8,559,863

>

('
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In addition, the  County promised to pay San Gabrie l for the  actua l cos ts  to

ope ra te  and ma inta in the  Plant F-10 facilitie s  a fte r they were  comple ted. For the

period May 2000 to December 2004, San Gabrie l incurred $1,242,057 in actual

opera ting and maintenance  cos ts , and the  County re imbursed the  cos ts  entire ly.

Those  re imbursed expenses  were  recognized in the  la s t Fontana  GRC. Although

they were  included in tes t year expense  es timates , they were  offse t by the

inclus ion of e s tima tes  for the  re imbursed revenue , and the re fore  revenue  neutra l

for ra te ma king purpose s .

Of the  $8,559,863 proceeds received from the County, $4,107,449

($4,052/149 plus  $55,000) represented compensation for damages resulting from

wa te r conta mina tion from the  County's  Mid-Va lle y la ndfill. Sa n Ga brie l

reported no plant a sse ts  had to be  re tired because  of the  wa te r contamina tion.

San Gabrie l, however, did not cons ider these  proceeds  as  CIAC, and thus ,

recorded these  proceeds  into a  misce llaneous  surplus  account.

San Gabrie l documented through its  job orders  tha t it cos t $2,618,291 to

cons truct the  trea tment facilitie s  for P lant F-10. The  Wate r Divis ion reviewed

Plant F-10 cons truction work orde rs  and de te rmined tha t San Gabrie l was

correct. In the  las t Fontana GRC, D.04-07-034 classified the  $2,618,291 as  CIAC

for ra te rnaking purposes , and accordingly reduced ra te  base  by the  same

amount. Although, San Gabrie l intends  to continue  class ifying the  $2,618,291 as

CIAC for ra te rnaking purposes  in the  current Fontana  GRC, the  Wate r Divis ion

found tha t San Gabrie l has  not adjus ted its  accounting records  to record the

re imburs e me nt a s  CIAC.

There is an excess of $1,834,123 ($3,996, 455 plus $455,959 received in

se ttlement minus $2,618,291 costs) in proceeds earmarked for Plant F-10

trea tment facilitie s , which San Gabrie l re ce ived, but did not use  for building
2

I

1
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Plant F-10 trea tment facilities . San Gabrie l cla ims tha t any excess  proceeds  were

re inves ted in Section 790 plant infra s tructure .

Excluding $2,618,291 of cos ts  to build Plant F-10 trea tment facilitie s  from

$8,559,863, there is  an excess of $5,941,572 that San Gabriel received in the

se ttlement. San Gabrie l cla ims to have  re inves ted a ll excess  proceeds  in

Section 790 plant infra s tructure .

The  Audit Report s ta tes  tha t San Gabrie l depos ited the  wa te r

contamina tion proceeds  into its  gene ra l bank account and then commingled

these  proceeds  with a ll othe r funds  rece ived by San Gabrie l. San Gabrie l did not

se t up a  memorandum account to track the  proceeds  rece ived aga ins t funds

spent. The  Wate r Divis ion was  not able  to track the  spending of the  proceeds

aga ins t funds  spent because  San Gabrie l could not provide  appropria te

documenta tion of how it accounted for the  funds , segrega ted them, or othe rwise

tracked the  money. Even if the  contamina tion proceeds  qua lified unde r Section

790, without a  means  of tracking the  proceeds  to the  inves ted infra s tructure  by

the  use  of a  memorandum account, or by some  othe r equiva lent record-keeping

sys tem, the  Wate r Divis ion concludes  tha t San Gabrie l has  not met its  burden of

showing tha t it complied with Section 790 by re inves ting the  $8,559,863 wa te r

conta mina tion proce e ds  in pla nt infra s tructure . DRA, the  City, a nd the  Dis trict

a ll support a lloca ting the  entire  $8,559,863 to GIAC, with no deduction for

litiga tion expenses  or taxes .

San Gabrie l not only disagreed with the  demand tha t a ll contamina tion

ga ins  should be  a lloca ted to the  ra tepayers , but asserted tha t a ll ga ins  should be

a lloca ted to the  shareholders .

{'
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a) Section 790 Applicability

San Gabrie l a rgues  tha t wa te r rights  a re  rea l prope rty unde r Ca lifornia

law, and tha t the  County e ffected a  taking of San Gabrie l's  wa te r rights  by

rende ring them use le ss  due  to the  contamina tion tha t re sulted from the  County's

landfill ope ra tions . This  amounts  to an inve rse  condemna tion and is  no le ss  a

sa le  of rea l property within the  meaning of Section 790 than was  the  ass ignment

of groundwa te r contamina tion damage  cla ims  approved by the  Commiss ion a s  a

Section 790 sale  in the recent Sou therm California Wafer Company case  concerning

the  Cha rlock Ba s in. (Re Southern California Wafer Company,D04-07-031.)

Therefore , San Gabrie l cla ims the  proceeds  rece ived from the  se ttlement of its

groundwate r contamina tion cla ims  aga ins t the  County qua lify a s  a  sa le  of rea l

prope rty, and a re  subject to re inves tment in utility plant pursuant to Section 790.

Sa n Ga brie l's  a rgume nt is  without me rit. its  conta mina tion la ws uit wa s  a

cla im for damages , the  se ttlement damage  payment was  not a  sa le  of rea l

prope rty nor did it re sult in a  s a le .

In the  case  before  us  there  is  no sa le  of water rights  (or any other

prope rty). San Gabrie l's  ra tepaye rs  have  pa id ma intenance , deprecia tion, and

re turn on fa cilitie s  ma de  use le s s  by the  conta mina tion. Following Sou therm

California  Water Co., we  could award a ll the  ga in from damages  rece ived from

contamina tion suits  to the  ra tepayers , but we  be lieve  the  be tte r course  is  to

a lloca te  the  ne t proceeds  be tween ra tepayers  and shareholders .

In D.06-05-041 we  found tha t contamina tion proceeds  were  not sa les  of

property and hence  outs ide  of the  scope  of tha t proceeding. As  a  re sult, the re  is

no ove rriding policy guidance  rega rding how to trea t these  proceeds  and the

allocation between ra tepayers  and shareholders  must be  done on a  case  by case

(
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basis . That be ing sa id, the  reasoning articula ted in D.06-05-041 and D.06-12-043

regarding the  a lloca tion of risks  and ga ins  is  a  use ful ana lys is .

We  acknowledge  tha t the  prope rty damaged was  owned by the

sha reholde rs  of the  utility and they dese rve  compensa tion for the  damages  to

this  prope rty. Howe ve r we  a lso a cknowle dge  tha t ra te pa ye rs  we re  a lso ha rme d

by the  damages  to these  utility prope rtie s  and tha t they, too, should rece ive

benefits  of these  awards  for damages . We a lso seek to crea te  a  s trong incentive

for the  utility to a ggre s s ive ly pursue  compe nsa tion for conta mina tion a nd

be lieve  tha t a lloca ting 33% of such damage  awards  or se ttlements  to

sha reholde rs  provides  jus t such a  s trong incentive .

This  a lloca tion, 67% to ra tepayers  and 33% to shareholders  mimics  the

a lloca tion of ga in on sa le  of rea l property tha t was  de te rmined in D.06-05-041

and D.06-12-043. We  find tha t, in this case, the  risk ana lys is  a ssocia ted with

contamina tion is  s imila r to tha t of re a l prope rty and thus  be lieve  tha t a  s imila r

a lloca tion of the  ne t proceeds  is  warranted. San Gabrie l sha ll book the  67% of the

proceeds  of contamina tion to CIAC, re sulting in a  corre sponding reduction in the

ra te  ba se  of the  utility upon which it e a rns  a  re turn.

b) Application of Section 851

Section 851 provides , in re levant pa rt:

No public utility...s ha ll s e ll...a ny pa rt of its ...prope rty
necessa ry or use ful in the  pe rformance  of its  duties  to the
public...without firs t ha ving e ithe r s e cure d a n orde r [or]
obta ine d a  re solution from the  commiss ion a uthorizing it to
do so....Eve ry sa le ...made  othe r than in accordance  with the
[orde r or] re solution from the  commiss ion a uthorizing it is
void...Nothing in this  s e ction s ha ll pre ve nt the  s a le ...by a ny
public utility of prope rty tha t is  not nece ssa ry or use ful in the
pe rformance  of its  dutie s  to the  public....
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S a n Ga brie l's  pos ition is  tha t it is  not re quire d by S e ction 851 to  obta in

Commis s ion  a pprova l fo r the  va rious  s a le s  o f re a l p rope rty, includ ing  fa cilitie s

a nd e a s e me nts , to  gove rnme nt a ge ncie s  by conde mna tion or unde r thre a t or

immine nce  of conde mna tion or to  priva te  prope rty owne rs , be ca us e  in  e a ch ca s e

S a n Ga brie l ha d  a cte d  purs ua nt to  a n  e ngine e ring  me mora ndum pre pa re d  by a

S a n Ga brie l e ngine e r docume nting the  s ta tus  of the  prope rty a s  "no longe r

ne ce s s a ry or us e ful to  the  compa ny in the  pe rforma nce  of its  obliga tions  a s  a

p u b lic  u tility, "

S a n Ga brie l a rgue s  tha t once  a  gove rnme nt a ge ncy e le cts  to conde mn the

utility's  p rope rty, a nd  a dopts  a  re s o lu tion  find ing  the  a ge ncy's  p la nne d  us e  more

ne ce s s a ry tha n the  utility's , the  a ge ncy's  finding of ne ce s s ity is  not re butta ble ,

a nd  the  only re ma in ing  is s ue  norma lly will be  the  a mount of compe ns a tion  to  be

pa id . Ne ithe r the  Compa ny nor the  Commis s ion  ha s  the  a b ility o r a u thority to

pre ve nt s uch a n  involunta ry s a le , a nd  the  conde mning a uthority ha s  no  ne e d to

ob ta in  the  Commis s ion 's  pe rmis s ion  to  ta ke  the  u tility's  p rope rty. S a n  Ga brie l

conte nds  tha t ne ithe r the  Audit Re port nor a ny of the  pa rtie s  re fu te d

S a n Ga brie l's  s howing  of the  impra ctica lity a nd  fu tility of a pplying  S e ction  851  to

s a le s  unde r th re a t o f conde mna tion  a s  if conde mna tion  wa s  not impe nding . The

Commis s ion  s hould  look re a lis tica lly a t the s e  s itua tions  a nd  unde rs ta nd  tha t the

Commis s ion doe s  not ha ve  the  le ga l a bility to  s top  or de la y a  d ire ct or inve rs e

conde mna tion a ction by invoking S e ction 851 .

DRA re a ds  S e ction  851 to  me a n tha t u tilitie s  mus t firs t ga in  Commis s ion

a uthoriza tion  be fore  s e lling , le a s ing , or d is pos ing of a ny of its  prope rty tha t is

e ithe r ne ce s s a ry or us e fu l in  the  pe rforma nce  of its  dutie s  to  the  public . Without

s uch a uthoriza tion, s uch tra ns a ctions  a re  void . DRA s a ys  it is  una cce pta ble  to

cla s s ify a  prope rty a s  "no longe r, ne ce s s a ry or us e ful" to  s a tis fy S e ction 790
E
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s imply because  it is  be ing threa tened by imminent condemna tion. Many of the

propertie s  sold under threa t of condemna tion were  necessa ry or use ful up to the

point of the  condemna tion proceeding. The  ve ry fact tha t San Gabrie l rece ived

condemna tion proceeds  for this  prope rty re flects  the  rea lity tha t the  prope rty

had va lue  a t the  time  of condemna tion. Thus , DRA concludes  tha t s ince  San

Gabrie l sold propertie s  tha t were  s till necessa ry or use ful, San Gabrie l should

have  complied with Section 851 prior to sa le .

We  need not decide  whe the r or not the  prope rty sold unde r threa t of

condemna tion was  necessa ry or use ful. No pa rty is  seeking to void the

transactions . Section 851 is  not applicable  to this  proceeding. It is  the  a lloca tion

of ga in from the  condemnations  tha t concerns  us .

B. Record Keeping

1. Sales to Private Parties

San Gabrie l deposited the  sa les  proceeds in a  genera l checking account

and cla ims  the  proceeds  were  la te r re inves ted in Section 790 plant infras tructure .

San Gabrie l, however, did not track these  proceeds  in a  memorandum account.

DRA contends  tha t without a  means  of tracking the  proceeds  to the  inves ted

plant infra s tructure  by the  use  of a  memorandum account, or by some  othe r

equiva lent record keeping sys tem, San Gabrie l has  not me t its  burden of showing

tha t it complied with Section 790 when it re inves ted in plant infra s tructure  the

$507,199 ga in from sa les  to priva te  properly owners .

2. Condemnation Proceeds

I

San Gabrie l trea ted its  condemnation proceeds  as  it did its  property sa le

rece ipts  by depos iting them in a  genera l checking account, and thus  commingled

them with othe r ca sh depos its  not re la ted to condemna tions . The  Wate r Divis ion

reviewed job cos t shee ts  and work authoriza tions , journa l entrie s , and genera l
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ledge r pos tings  which San Gabrie l cla imed would support its  inves tments  into

plant infras tructure  during 1996-2004. The  job cos t documents  disclosed the

amounts  actua lly spent on these  projects , but did not indica te  the  funding

sources . Some of the  projects  commenced a t a  time before  San Gabrie l even

rece ived the  proceeds . San Gabrie l pa id for these  projects  from its  genera l

checking account, where  funds  came from a  varie ty of sources

DRA contends  tha t without a  means  of tracking the  proceeds  to the

inves ted plant infra s tructure  by the  use  of a  memorandum account, or by some

other equiva lent record keeping sys tem, San Gabrie l has  not shown it has

complied with Section 790 by re inves ting in plant infras tructure  $2,520,148 of

ga in from condemna tion proceeds

3. Proceeds of Service Duplication

DRA contends  tha t even if the  se rvice  duplica tion proceeds  were

Section 790 proceeds, San Gabriel deposited the $2,314,538 into its  general bank

account and commingled these  proceeds  with a ll othe r funds . San Gabrie l cla ims

tha t these  proceeds  were  la te r re inves ted in Section 790 plant infras tructure , but

San Gabrie l had not es tablished a  memorandum account to track proceeds

rece ived or funds  spent. In DRA's  opinion the re  is  no proof the  proceeds  were

se t as ide  or otherwise  segrega ted so tha t they could be  properly tracked

Without a  means  of tracking the  proceeds  to the  plant infras tructure  by the  use

of a  memorandum account, or by some  othe r equiva lent record keeping sys tem

DRA concluded San Gabrie l has  not shown it has  complied with Section 790 by

re inves ting in plant infras tructure  $2,314,538 of se rvice  duplica tion proceeds
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4. Proceeds from Contamination
Settlement

<~

San Gabrie l mainta ins  tha t the  $8,559,863 of water contamination proceeds

are  Section 790 proceeds, and cla ims to have re invested those  proceeds in

Section 790 plant infra s tructure . To support this , San Gabrie l provided a  lis t of

comple ted job orde rs  a s  evidence  of its  re inves tment in plant infra s tructure  in

compliance  with Section 790.

The  Wate r Divis ion reviewed the  job orders , and noted tha t the  da tes  of

the  orders  ranged from 1996 to 2002, which corresponds  to the  time San Gabrie l

rece ived the  contamina tion proceeds , The re  were , however, no indica tions  tha t

any of the  job orde rs  were  directly funded by the  proceeds , nor were  any of the

job orde rs  for contamina tion-re la ted purpose s . The  job orde rs  we re  prima rily for

gene ra l improvements : ins ta lla tion of equipment such a s  fire  hydrants , va lves ,

a nd piping.

San Gabrie l does  not deny tha t it commingled a ll proceeds  from the  four

ca tegories  of ga ins , nor does  it deny tha t it did not record the  ga ins  in

memorandum accounts . But it s trenuous ly a sse rts  tha t eve ry penny rece ived

wa s  inve s te d in pla nt, a nd it provide d confirming docume nts .

5. Discussion

We have  reviewed San Gabrie l's  job orders  and find tha t San Gabrie l has

clea rly e s tablished tha t it has  ma inta ined de ta iled records  sufficient to document

its  inves tment in utility plant of the  ne t proceeds  of prope rty sa le s ,

contamina tion recove ry, condemna tions , and involunta ry conve rs ions . Absent

guidance  or orde rs  from the  Commiss ion, San Gabrie l provided wha t it

cons ide red appropria te  to comply with Section 790. There fore , to the  extent

Section 790 is  applicable  to the  proceeds a t issue, San Gabrie l has re invested
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those  proceeds  in wate r sys tem infras tructure  necessa ry or use ful in performance

of its  duties  to the  public, and those  proceeds  should remain in San Gabrie l's  ra te

base .

c. Accounting Classifications

The proceeds  of a ll four classes  of transactions  were  deposited in

San Gabrie l's  genera l bank account, and inves ted in wha t the  Company

cons ide red to be  Section 790 utility prope rty. The  Audit Report concluded tha t

San Ga`brieTs recordkeeping for net proceeds from sales  and condemnations was

inadequa te , because  it did not protect aga ins t commingling of those  proceeds

with othe r Company funds  and so did not ensure  tha t a ll proceeds  were  inves ted

in utility pla nt. Appa re ntly the  Audit Re port would re quire  a n a ccounting

system to ensure  tha t the  very same dolla rs  rece ived in proceeds  a re  re inves ted

in the  wa te r sys tem infras tructure  - a  concern which is  both meaningless  and

unus ua l.

San Gabrie l trea ted not only sa les  to priva te  pa rtie s  and to governmenta l

agencies  but a lso involunta ry convers ions  by condemna tion, se rvice  duplica tion,

and contamina tion as  sa les  of rea l property for accounting, tax, and ra temaking

purposes . The  proceeds  were  lis ted in San Gabrie l's  federa l and s ta te  income tax

re turns .

The  outs tanding accounting is sues  a re  limited to deciding whe the r

San Gabrie l should be  required to amend its  genera l ledger and prior yea rs '

financia l s ta tements . We find tha t because  ne ithe r of the  reques ted accounting

changes  would have  any ra temaking consequences  but would impose  cos ts  and

difficultie s  on the  Compa ny, we  will not re quire  the m.
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1. Tracking

The  need for tracking derives  from the  requirement of Section 790(a ) tha t

"[f]or purpose s  of tra cking the  ne t proceeds  and the ir inves tment, the  [utility]

sha ll mainta in records  necessary to document the  inves tment of the  ne t proceeds

...." Sa n Ga brie l's  me thod of tra cking the  proce e ds  of va rious  tra nsa ctions  wa s

to depos it the  proceeds  in the  Company's  genera l bank account and inves t it in

utility prope rty. Sa n Ga brie l's  docume nta tion tra cke d the  inve s tme nt of the

proce e ds  by job numbe rs , re fe rring to utility pla nt inve s tme nts  ma de  within

one year, and exceeding in each case  the  amount of the  proceeds.

The  Audit Report contends  tha t because  San Gabrie l did not es tablish a

memorandum account in which to record proceeds  of sa le s  and condemna tions ,

it wa s  una ble  to de te rmine  whe the r the  funding for pla nt infra s tructure  ca me

from such proceeds  or from ope ra tions . Furthe r, out of conce rn tha t

commingling the  proce e ds  with othe r ca sh a llows  a  utility to a pply the m for non-

Section 790 purposes  and then replenish the  account with othe r funds , the  Audit

Report recommended tha t the  Commiss ion require  tha t a ll such proceeds  be

deposited into a  specia l bank account res tricted to Section 790 inves tments .

The  Audit Re port e xa lts  form ove r subs ta nce . Although a  me mora ndum

account would be  eas ie r to review than San Gabrie l's  me thod, we  had not

required San Gabrie l to utilize  one  for Section 790 proceeds . The  records

San Gabrie l did keep were  adequa te  to show the  rece ipt of funds  and the

expenditure  of funds . Those  records  a re  in evidence  which we  have  reviewed

a nd find a de qua te . We  ha d no trouble  following the  mone y tra il. The  Audit

Report s tandard tha t the  exact dolla rs  rece ived must be  the  ones  expended on

Section 790 plan is  meaningless . Nor is  it reasonable  to have  San Gabrie l open

separa te  bank accounts  for Section 790 proceeds . We should not add workload
(
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and cos ts  to no benefit. While  Section 790 does  not require  a  memorandum

account, San Gabrie l does  not oppose  es tablishing a  memorandum account for

Section 790 purposes  on a  going-forward bas is . We  will require  one

2. Payment of Dividends

The  Audit Report includes  an ana lys is  of San Gabrie l's  cash flows

(including both Los  Ange les  and Fontana  Divis ions) over the  years  from 1990 to

2004, concluding tha t San Gabrie l would have  had a  cash shortage  a fte r paying

dividends  but for the  cash ga ins  described above . The  Audit Report contends

tha t payment of ove r $40 million in dividends  during the  yea rs  from 1996 to 2004

ca lls  into ques tion the  inves tment in Section 790 plant and asserts  ins tead tha t

those  proceeds  were  used to pay dividends . This  is  one  of the  bases  for the

Audit Report's  recommenda tion tha t $27.5 million plus  inte re s t be  a lloca ted to

ra tepayers

San Gabrie l s trongly objected to the  a llega tion tha t the  ga ins  were  pa id out

a s  divide nds . It ma inta ins  it a lwa ys  ha d re inve s te d the  ne t proce e ds  in utility

plant cons is tent with Section 790. It re fe rs  to lega l counse l memoranda  giving

ins tructions  to re inves t the  ne t proceeds  in utility prope rty, and note s  tha t the

Company cons is tently used the  ne t proceeds  as  its  primary source  of capita l for

new projects . San Gabrie l's  expe rt te s tified tha t the  Company's  dividends

origina te  from ne t income, and demonstra ted tha t San Gabrie l has  had adequa te

a ccumula te d e a rnings  for a ll of the  divide nds  it pa id during the  pe riod ide ntifie d

in the  Audit Re port

San Gabrie l's  expert sa id tha t the  Company had a  cons is tent dividend

policy to pay dividends  equa ling about 6% of ave rage  common s tock equity

The  only exception was  in 1999, when a  specia l dividend of $4,960,800 was  pa id

from the  Company's  unres tricted accumula ted ne t ea rnings , not from proceeds
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received during that year from the County of San Bernardino which had been

directly invested in construction projects. He analyzed San Gabriel's cash flows

over the years 1990 to 2004 and concluded that the Company had more than

sufficient cash flow from its operations alone to pay shareholder dividends

aggregating $51,026,400, over the 15-year period

We have independently analyzed San Gabriel's retained earnings, and

assuming no Section 790 issue, we would find that the Company's annual

earnings, excluding capital gains and extraordinary items, have been sufficient to

pay its annual cash dividends. But the Section 790 issue is the crux of the

problem

During the period 1996 through 2004 San Gabriel paid dividends of

$40.9 million. During the same period San Gabriel received $27.8 million in

gains from sales, contamination, etc. During that same period, after making its

investments in plant which included the $27.8 million gain, San Gabriel had

approximately $41.0 million available to pay dividends

The audit report concludes the approximately $27.8 million gain was not

entirely Section 790 funds to be invested in plant for the account of San Gabriel

and that the ratepayers in the Fontana Division were entitled to $13,343,000

million of that gain. Had San Gabriel sequestered the ratepayers' portion of the

gain it would have fallen that amount short in its dividend payment. Rather

than dividends of $40.9 million the maximum dividend would have been about

$27.6 million. A slightly different analysis of the numbers shows that San

Gabriel would have had a cash shortage of $43,088,611 after $51,026,400 in

2 S e e  Ex. 16, Exhibit A, a na lys is  of ca sh flows
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dividends  during the  years  1990 to 2004, if not for the  fact tha t San Gabrie l had

received cash of $39,287,285, comprised of $35,179,336 in Other Net and

$4,107,949 in Sa le  of Property Rights . Other Net plus  sa le  of Property Rights

include  $27,811,312 in ga ins  proceeds tha t San Gabrie l rece ived during 1996 to

2004 from contamina tion lawsuit se ttlements , se rvice  duplica tion, sa le  on

condemna tions , and sa le  to prope rty owners . Cf the  $51,026,400 dividends  pa id

during 1990 to 2004, $40,855,200 was paid during 1996 to 2004. San Gabrie l

would not have  been able  to pay $40,855,200 in dividends  without the

$27,811,311 cash inflow from gains  proceeds  which included $13,901,748 from

the  Fonta na  Divis ion.

From this  DRA contends  tha t unless  San Gabrie l can expla in how

$40,855,200 in dividends  can be  pa id to shareholders  without us ing the

$13,901,748 of Fontana  Divis ion proceeds, these  proceeds were  used for paying

sha reholde r dividends . By us ing those  proceeds  to pay dividends , DRA be lieves

San Gabrie l had no intention to re inves t the  $13,901,748 of Fontana  Divis ion

proceeds  in Section 790 plant infra s tructure  within the  required e ight-yea r

period; Section 790 requires  tha t the  ne t proceeds  and inte res t tha t is  not inves ted

a fte r the  e ight-yea r pe riod mus t be  a lloca ted sole ly to ra tepayers . There fore ,

DRA, the  City, and the  Dis trict recommend tha t San Gabrie l a lloca te  to Fontana

Divis ion ra tepayers  $13,901,478 in ne t proceeds , plus  inte res t,

We  agree  with DRA tha t San Gabrie l could only pay $40.9 million in

divide nds  by us ing the  ga in proce e ds . But Sa n Ga brie l's  divide nd pa yme nt did

not a ffect its  ability to se rve . No ha rm was  done . Section 790 is  sa tis fied if the

ga in on sa le  of re a l prope rty is  inves ted in infra s tructure . it is  sufficient tha t the

a mount of ga in ca n be  tra cke d into utility infra s tructure , by compa ny "re cords

necessa ry to document the  inves tment of Me ne t proceeds ...." (Section 790(a ).)
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To the  e xte nt tha t S e ction 790 a pplie s  to this  ca s e , we  ha ve  found tha t S a n

Ga brie l's  re cords  me e t the  te s t of S e ction 790. DRA's  re comme nda tion is  de nie d.

D. Allocation of Proceeds

The  Audit Re port, a djus te d a s  shown in Ex. 64, ide ntifie d the  following

proceeds  and ne t proceeds  (a fte r re tirements) from t;ransachlons  re la ting to the

Fonta na  Divis ion:

P roce e ds Net Proceeds

P roce e ds  of conta mina tion  c la im 5 8,559,863 $ 8,559,863

Se rvice  duplica tion judgme nt

Sa le s  unde r threa t of condemna tion

$ 2,314,538 $ 2,314,538

$ 2,520,148 $ 2 ,421,727

Sales  to priva te  pa rties $ 507,199 33 431,004

$ 22,500 $ 22,500Conde mna tion  proce e ds

More  p roce e ds  o f con ta mina tion  c la im $ 26,114 $ 26,114

$13,950,362 $13,775,746

S a n Ga brie l inve s te d a ll the  ne t proce e ds  in  ne w pla nt ne ce s s a ry or us e ful

fo r u tility s e rvice . Tha t ne w p la n t is  inc lude d  in  the  ra te  ba s e  on  which

S a n Ga brie l ha s  a n opportunity to e a rn a  re turn, e xce pt for the  $2,618,291

inve s tme nt in  we llhe a d  tre a tme nt fa cilitie s  a t P la n t F-10 , which  the  Commis s ion

a lre a dy ha s  de ducte d from ra te  ba s e  a s  CIAC (D.0-4-07-034). Thus , the  pre s e nt

a lloca tion of ne t proce e ds  from the  va rious  tra ns a ctions  is , in e ffe ct, $11,161,455

to s ha re holde rs  a nd $2,618,291 to ra te pa ye rs .

T O T AL

1. Calculation of Net Gain - Legal Fees

i

S a n Ga brie l s ta te s  tha t in  ca lcula ting ne t proce e ds  the  Audit Re port d id  not

cons ide r the  le ga l a nd e xpe rt cons ulta nt cos ts  incurre d by S a n Ga brie l in
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obta ining the  proceeds  and the  income taxes  tha t must be  pa id. San Gabrie l says

those  factors  a re  especia lly re levant with respect to the  proceeds  obta ined in

se ttlement of San Gabrie l's  cla ims aga ins t the  County of San Bernardino in the

Mid-Va lley Landfill contamina tion ca se  and aga ins t the  City of Fontana  in a

se rvice  duplica tion case, and a lso with respect to the  proceeds  from sa les  under

threa t of condemnation. San Gabrie l cla ims tha t $1,050,499 in lega l cos ts

a ttendant to these  ma tte rs  were  neve r included in a  memorandum account or

re cove re d through ra te s . The  only me mora ndum a ccount a uthorize d to

accumula te  such cos ts , the  Wate r Qua lity Litiga tion Memorandum Account, was

not es tablished until 2002, a fte r a ll cos ts  re levant to the  proceeds  a t issue  had

be e n incurre d.

DRA opposes  any reduction of ne t proceeds  for lega l cos ts . It points  out

tha t in prior ra te  cases , lega l expenses  were  included in the  de te rmina tion of

San Gabrie l's  ra te s . It re fe rs  to the  Fontana  Divis ion ra te case,D.04~07-034,

which says  "San Gabrie l ana lyzed its  outs ide  lega l cos ts  over a  10-year pe riod to

deve lop an ave rage , normalized es tima te  applicable  to Fontana  Divis ion."

(p. 22.) In tha t decis ion, the  Commiss ion adopted San Gabrie l's  e s timate  based

on a  10-year average . Those  ten years  included the  years  in which the  lega l cos ts

San Gabrie l is  a ttempting to utilize  a s  an offse t were  incurred. Thus , DRA

concludes, those  costs  have a lready been factored into base  ra tes  and have

a lready been recovered. Those  lega l cos ts  were  not defe rred on the  Company's

books  in prior ye a rs , we re  not include d in a  me mora ndum a ccount for future

recovery, and were  e ffective ly recovered from ra tepayers  in base  ra te s . DRA

believes  tha t to a llow San Gabrie l to now offse t the  ne t proceeds  with lega l cos ts

would in e ffect a llow San Gabrie l to double  recover the  lega l expenditures .
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Ratepayers  should not be  a sked to re imburse  San Gabrie l twice  for its  litiga tion

expenses.

San Gabrie l responds  tha t lega l fees  and other litiga tion expenses  incurred

in achieving a  favorable  se ttlement with San Berna rdino County were  not borne

by ra tepaye rs , preda ted the  Commiss ion's  authoriza tion of a  Wa te r Qua lity

Litiga tion Memorandum Account, and occurred be tween ra te  cases , so the

Company bore  the  entire  cos t and risk a s socia ted with tha t litiga tion. The re fore ,

ra tepayers  should now pay those  cos ts .

We  do not agree  with DRA's  double  recove ry theory. With re spect to the

contamina tion proceeds , we  be lieve  it is  appropria te  to a llow the  cos t of

litiga tion to be  deducted from the  awarded damages . The  actua l ga in tha t

re sulted from the  contamina tion sa le s , mus t account for the  litiga tion expenses

incurred to rea lize  tha t ga in, To do othe rwise  nega te s  the  concept of "ne t"

proceeds .

For ga ins  re sulting from condemna tion, sa le s  unde r threa t of

conde mna tion a nd inve rse  conde mna tion re sulting from se rvice  duplica tion we

will de te rmine  the  prope r trea tment of lega l cos ts  a t the  time  we  de te rmine  the

prope r ra temaking trea tment. It is  appropria te  to do so a t tha t time  because  the

a lloca tion of the  ga ins  may impact the  de te rmina tion as  to whe the r lega l cos ts

should be  deducted from the  proceeds .

2. Income Taxes

The  Audit Report fa iled to deduct income  taxes  a ssocia ted with its

recommenda tion to a lloca te  the  ne t proceeds  to ra tepayers . San Gabrie l contends

the  Audit Report's  proposa l is  flawed because  the  Company is  obliga ted to pay

those  income taxes .

i
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All parties  agree  tha t San Gabrie l has  taken advantage  of the  tax avoidance

provis ion of the  IRC to the  full e xte nt pe rmis s ible  for its  ga ins  from

contamina tions  and involunta ry conve rs ions?  Inte rna l Revenue  Se rvice  (IRS)

(a ) Ge ne ra l rule . - If prope rty (a s  a  re sult of its  de s truction in
whole  or in pa rt, the ft, s e izure , or requis ition or condemna tion
or threa t or imminence  the reof) is  compulsorily or
involunta rily conve rte d -

(1) Convers ion into  s imilar property. - Into prope rty s imila r
or re la ted in se rvice  or use  to the  property so converted, no
ga in sha ll be  recognized.

(2) Conve rs ion into money. .- Into mone y or into prope rty
not s imila r or re la ted in se rvice  or use  to the  converted
property, the  ga in (if any) sha ll be  recognized except to the
extent he re ina fte r provided in this  pa ragraph.

(A) Nonre cognition of ga in. - If the  ta xpa ye r during the
pe riod specified in subparagraph (B), for the  purpose  of
replacing the  prope rty so converted, purchases  othe r prope rty
s imila r or re la ted in se rvice  or use  to the  property so
converted, or purchases  s tock in the  acquis ition of control of a
corpora tion owning such othe r prope rty, a t the  e lection of the
taxpayer the  ga in sha ll be  recognized only to the  extent tha t
the  amount rea lized upon such convers ion (regardless  of
whe ther such amount is  rece ived in one  or more  taxable
years) exceeds  the  cost of such other property or such s tock.
Such e lection sha ll be  made  a t such time and in such manner
as  the  Secre ta ry may by regula tions  prescribe . For purposes
of this  pa ragraph -.

3 See,Ex. 48, Attachment 3b, Ex. 6, Attachment A1-2, A1-7,
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(i) no prope rty or s tock acquired be fore  the  dispos ition
of the  converted property sha ll be  cons idered to have  been
acquired for the  purpose  of replacing such conve rted prope rty
unless  he ld by the  taxpayer on the  da te  of such dispos ition;
a nd

(ii) the  taxpaye r sha ll be  cons ide red to have  purchased
prope rty or s tock only if, but for the  provis ions  of
subsection(b) of this  section, the  unadjus ted bas is  of such
prope rty or s tock would be  its  cos t within the  me a ning
Section 1012.

The  Ninth Circuit ha s  he ld tha t:

The  purpose  of this  section re la ting to non-recognition of ga in
in the  ca se  of involunta ry conve rs ion of prope rty due  to
condemna tion is  to re lieve  the  taxpaye r of unanticipa ted tax
lia bility a ris ing from the  involunta ry conde mna tion by fre e ing
him from liability to the  extent tha t he  ree s tablishes  his  prior
commitme nt of ca pita l within the  s ta tutory pe riod.
Pilippini u. LI.S., C.A.9 (Cal. 1963), 318 F.2d 841, certiorari
denied 84 S.ct. 267, 375 U.s. 922, 11 L.Ed.2d 165.

This  section is  to be  libe ra lly cons trued to accomplish its  purpose . (Davis

U. us . CA.9 (Hawaii) 1979, 589 Fid 446.)

It is  incontrove rtible  tha t the  purpose  of the  s ta tute  be ing to "re lie ve  the

ta xpa ye r of una nticipa te d ta x lia bility" it follows  tha t Sa n Ga brie l, ha ving no ta x

liability, cannot cha rge  the  ra tepayers  for phantom taxes . The  IRS has  not

cha lle nge d the  ta x lia bility; nor should we . We  find the re  is  no ta x lia bility on

the  ga ins  San Gabrie l achieved from involunta ry convers ions  and

conta mina tions .

a. Calculating Net Proceeds

San Gabrie l and DRA have  presented the ir me thods  for ca lcula ting ne t

proceeds . To ca lcula te  the  ne t proceeds  in each class  of transaction, the  book

va lue , if any, mus t be  deducted. Then lega l cos ts  mus t be  deducted to provide
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Fo n ta n a  Div is io n Excess Proceeds Le g a l Co s ts Ne t  P ro c e e d s Ne t of Tax

Conta mina tion $8,559,863 $208,554 $8,351,309 $4,948,485

S e rvice  dup lica tion $2,314,538 $616,885 $1,697,703 $1,059,569

Condemnation sa les $2,421,727 $225,110 $2,196,617 $1,301,583

P riva te  s a le s $ 431,004 $ 431,004 $ 255,387

Condemnation order $ 22,500 SB 22,500 SO 13,332

Contamina tion (more ) $ 26,114 $ 26,114 $ 15,474
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the  pre-tax ne t proceeds . Then the  applicable  income taxes  should be  deducted .

(On the  facts  of this  case  we are  not deducting taxes .) San Gabrie l proposes  in

la te -file d Exhibit 86a , tha t the  appropria te  tax factor, combining the  e ffects  of

federa l and s ta te  income taxes , is  40.746%. Thus, in San Gabrie l's  opinion, the

net proceeds , ne t of income tax, a re  as  follows:

San Gabrie l observes , if the  Commiss ion de termines  tha t some percentage

of proceeds  in one  or more  of the  above  ca tegories  should be  a lloca ted to

ra tepaye rs , tha t pe rcentage  should be  applied only to the  "Ne t of Tax" amounts .

4. Allocation of Net Gain

Looking a t the  several classes  of proceeds, based on the  evidence

deve loped in this  proceeding we  reach the  following conclus ions :

Sales  to private  parties : $431,004. Sa n Ga brie l fully
documented the  s ta tus  of the  propertie s  involved as be ing n o
longer necessary or useful. These  sa les  were  made subject to
Section 790 and San Gabrie l sa tis factorily tracked the  rece ipt
of proceeds  and the ir re inves tment in wa te r sys tem
infra s tructure  necessa ry or use ful for utility se rvice . These
re inves tments  should continue  to be  recognized as
shareholder inves tments  included in ra te  base .

<

Sales  under threa t of condemnation: $2,421,721 We defe r
de te rmina tion of the  re gula tory tre a tme nt of proce e ds  from
these  sa le s  unde r threa t of condemna tion until a fte r our policy
de te rmina tion on the  issue  of ga in on sa les  under threa t of
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condemnation in Phase  II of R.04-09-_03. There  is  no income
ta x.

Condemnation proceeds : $22,500. This  wa s  a n involunta ry
convers ion by court-orde red exe rcise  of the  power of eminent
doma in. We  de fe r de te rmina tion of the  re gula tory tre a tme nt
of proce e ds  from conde mna tion until a fte r our policy
de te rmina tion on the  is sue  of condemnation in Phase  ll of
R.04-09-003. There  is  no income tax.

Proceeds  of se rvice  duplica tion judgment: $2,314,538 This
wa s  a n involunta ry ta king by se rvice  duplica tion re sulting in
payment by the  City of Fontana  to San Gabrie l pursuant to a
court judgme nt. We  de fe r de te rmina tion of the  re gula tory
trea tment of proceeds  from se rvice  duplica tion judgment to
Phase  II of R04-09-_03. There  is  no income ta x.

Proceeds of contamination cla im: $8,559/863 plus $26,114, less
litiga tion cos ts  of $208,554. This was a claim for damages as a
re sult of the  de s truction in whole  or in pa rt of the  Compa ny's
prope rty a nd wa te r rights  by groundwa te r conta mina tion
from the  Mid-Va lle y La ndfill re s ulting in pa yme nt by the
County of San Bernardino to San Gabrie l pursuant to a
se ttlement. This  is  not a  sa le  within the  meaning of Section
790. For federa l tax purposes  the  Company has  cons idered
this  the  des truction of its  prope rty. The re  is  no income  tax.
The  ne t proceeds  of $8,377,923 will be  divided 33/67 be tween
sha reholde rs  and ra tepaye rs !

The  tota l a lloca tion of ga in to ra tepayers  is  $5,613,208 which should be

recorded as  CIAC. In D04-07-034, we  had a lloca ted $2,618,291 of tha t ga in to

4 Because $2,618,291 of this gain has been invested in Plant F-10 and recorded as CIAC
only an additional $1,674, 697.50 should be added to CIAC.
($8,377/123 + 2) - $2,618,291 = $1,570,421)
68,377,423 x 67%) - $2,618,291 = $2,994,582)

I
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CIAC. The  re sult of this  decis ion is  to add $2,994,917 more  to CIAC which

reduces  ra te  base  by an equiva lent amount.

E. Ratemaking Effects

The ra temaking e ffects  of the  dolla rs  a lloca ted to ra tepayers  is  to add those

dolla rs  to CIAC, the reby reducing ra te  base  by tha t amount. This  sha ll be  done

for ra te  base  for TY 2006-2007 and going forward. In regard to the  ra te  base

utilized to compute  the  revenue  requirement in D04-07-034, the  dolla rs  a lloca ted

to ra tepayers  will be  added to CIAC in D.04-07-034, thereby reducing ra te  base

by tha t amount. The  revenue  requirement in D.04-07-034 will be  recomputed

and the  diffe rence  in ra tes  for the  period July 17, 2004 through the  e ffective  da te

of this  decis ion will be  re funded to current ra tepayers  on a  cents  pe r cc of use .

The  ra te  base  for this  decis ion is  $86,123,679 (Appendix A, p. 1.) The  ra te

base  for D.04-07-034 will be  recomputed to reduce  it by $2,994,582 (Appendix E,

p. 2). The  revenue  requirement for D04-07-034 will be  recomputed to reduce  it

by $522,200. (Appendix E, p. 2.) The  amount of the  re fund should be  ca lcula ted

to re flect this  lower revenue  requirement for the  re levant time  pe riod.

F. Los Angeles County Division

(

The company sha ll file  an advice  le tte r e ffective  January 1, 2008 to begin

re funding the se  ove rcolle cte d a mounts . Adoption of a  re fund pla n e ffe ctive

January 1, 2008 will he lp to mitiga te  the  impacts  to ra tes  of the  inclus ion of

Sandhill facility in ra tebase  and minimize  the  number of ra te  changes  tha t

ra te pa ye rs  will face . The  re fund amount sha ll continue  to accrue  inte re s t until

such time  a s  the  amount is  fully re funded to cus tomers .

Section 790's  applicability to San Gabrie l's  inves tments  in plant has  been

decided in this  case . However, the  de ta ils  tha t re la te  to the  Los  Ange les  County

Divis ion ra temaking a re  not within the  scope  of this  proceeding and only
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Fontana  Divis ion revenues  and ra te s  a re  a ffected, Accordingly, the  pa rtie s  have

addressed only the  s ta tus  and ra temaking trea tment of proceeds  from surplus

prope rty sa le s  and 'involunta ry conve rs ions  a ffecting the  Fontana  Divis ion. The

prope r forum for any ra temaking e ffects  in connection with these  transactions  for

San Gabrie l's  Los  Ange les  County Divis ion will be  the  next GRC for the

Los  Ange le s  County Divis ion.

XIV. Customer Serviee

A. Water Quality

During DRA's  review a t the  Company's  office s , San Gabrie l provided a

copy of the  cus tomer compla int logs  for wa te r qua lity rega rding ta s te , odor,

turbidity, and pre ssure . Based on a  review of the  comple ted forms , DRA says

tha t San Gabrie l has  adequa te ly resolved the  wa te r qua lity is sues  a ris ing during

the  pe riod reviewed. We  agree ,

B. Billing Inquiries

Q

DRA re vie we d the  cus tome r bill inquiry forms . The  Compa ny ha d

summa rie s  re ga rding billing inquirie s , but not the  a ctua l billing inquiry forms

othe r than for the  month of September 2005. In the  pas t, the  number of bill

inquirie s  ide ntifie d in the  Compa ny's  file s  cons is ts  only of the  bill inquirie s  tha t

a re  tra cke d in the  Compa ny's  billing inquiry log. Only the  billing inquirie s

where  an employee  went out to a  cus tolne r's  premises  and actua lly me t with a

cus tomer in pe rson were  reported in the  log.

DRA recommends  tha t San Gabrie l immedia te ly begin keeping a  copy of

e a ch bill inquiry form in a  s e pa ra te , ce ntra lly loca te d file . This  will a llow for

comple te  a nd a ccura te  bill inquiry re porting, a nd would a llow DRA to re vie w

future  bill inquirie s . San Gabrie l agree s  with DRA's  re commenda tion and se t-up

a  separa te  centra lly loca ted file  for bill inquiries  beginning January 1, 2006.
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xv. Penalties

Pursuant to the  Commiss ion's  Rules  of Practice  and Procedure , Rules  1

monetary penalties  be  assessed against San Gabrie l.

In D.98-12-075,Standards  of Conduct Governing Re la tionships  Be tween

Ene rgy Utilitie s  a nd The ir Affilia te s , we  compiled "the  principle s  tha t the

Commiss ion has  his torica lly re lied upon in assess ing fines  and res ta tes  them in a

ma nne r tha t will form the  a na lytica l founda tion for future  de cis ions  in which

fines  are  assessed." (84 CPUC 2d 155, 193.) The decis ion is  concerned with

ene rgy utilitie s  and the ir a ffilia te s , but it expla ins  the  principle s  the  Commiss ion

pa rticula rly pe rtine nt.

Eve ry public utility s ha ll obe y a nd comply with e ve ry orde r,
decis ion, direction, or rule  made  or prescribed by the
Commiss ion in the  ma tte rs  specified in this  pa rt, or any othe r
matte r in any way re la ting to or a ffecting its  bus iness  as  a
public utility, and sha ll do eve rything necessa ry or prope r to
secure  compliance  therewith by a ll of its  office rs , agents , and
employees .

Such compliance  is  absolute ly necessary to the  proper
functioning of the  regula tory process . Dis rega rding a
s ta tutory or Commiss ion directive , rega rdless  of the  e ffects  on
the  public, me rits  a  high leve l of s crutiny. It viola te s  the
integrity of the  regula tory process ." (84 CPUC ad a t 193.)

DRA sums  up its  pena lty reques t:

4

DRA proposes  se tting a  fine  tha t will de te r future  viola tions
not only of San Gabrie l, but of othe r companies  in the  wa te r
indus try. San Gabrie l cannot be  rewarded for actions  tha t
thwarted and a ttempted to subve rt the  regula tory process .
ALJ Barne tt's  proposed split of the  proceeds  of 75% to
ra tepayers  and 25% to shareholders  would encourage  such
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bad behavior because  San Gabrie l would be  a llowed to re ta in
one-quarte r of its  ill-gotten ga ins . There fore , 100% of the
audit proceeds  should be  ass igned to ra tepayers  as  CIAC.
DRA proposes a  fine  within the  range of $100,000-$500,000.
An amount in this  range  would provide  e ffective  de te rrence
to the  indus try and to San Gabrie l. (DRA O.B., p. 104.)

DRA accuses  San Gabrie l of "misapplica tion of Section 790 to its

condemna tion, se rvice  duplica tion, and contamina tion se ttlement proceeds ."

(DRA OB., a t 101.) This  re fe rs  to the  Audit Report's  a s se rtion tha t of the  entire

$13.9 million of ga in in the  Fontana  Divis ion, only $431,000 re la ting to surplus

property sa les  to priva te  parties  clea rly was  subject to Section 790. San Gabrie l

re sponds  tha t, absent contra ry guidance  from the  Commiss ion it be lieves  a ll of

the  proceeds  a t issue  are  subject to Section 790. Further, to the  extent tha t any

proceeds  are  not subject to Section 790, then DRA's  a llega tions  about inadequate

tracking of those  proceeds  a re  irre levant.

DRA asserts  tha t San Gabrie l diverted $13.9 million to its  shareholders

"th a t should have  been re inves ted in Section 790 plant infras tructure ," us ing tha t

e ntire  a mount to fund divide nds . Sa n Ga brie l re sponds  tha t divide nds  we re

pa id from unre s tricte d ne t e a rnings . We have discussed this  above  under

Payment of Dividends  and repe tition is  not needed. Suffice  it to say San Gabrie l

inves ted adequa te  amounts  in plant during the  pe riod in ques tion. San Gabrie l's

divide nd policy did not ha rm or impa ct ra te pa ye rs  a nd doe s  not me rit a  pe na lty.

DRA accuses  San Gabrie l of "improper accounting" for the  proceeds  a t

issue , and compla ins  about San Gabrie l's  having dis regarded Section 790. DRA

alleges  tha t San Gabrie l acted in "defiance  of Section 790" by its  commingling of

the  proceeds  a t is sue  and in "defiance" of Cal Water,D.03-09-021, by not tracking

Section 790 proceeds  with a  memorandum account.
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We have  discussed those  issues  above and will not repeat, except to

re ite ra te  tha t San Gabrie l never has  been ordered not to commingle  Section 790

proce e ds  with othe r funds  nor wa s  it a  pa rty to the Cal Water case; San Gabriel's

records  were  sufficient for us  to track the  proceeds .

DRA's  concerns  regarding Section 790 and the  concerns  of the  City and the

Dis trict ba ffle  us . Apparently, DRA's  pos ition is  tha t these  a re  Section 790 funds

which require  a  memorandum account, which San Gabrie l fa iled to e s tablish. If

it were  true  tha t these  a re  Section 790 funds  the  ra tepayers  would not be

rece iving a  re fund, would not bene fit from a  lower ra te  ba se , would not have

lowe r ra te s , a nd would ha ve  e ve ry right to compla in of continuing high ra te s .

The  mere  fa ilure  to e s tablish a  memorandum account would not merit a

$13.9 million disa llowance .

The  actions  tha t do merit a  pena lty a re  the  Company's  fa ilures  to

a de qua te ly inform the  Commiss ion of the  re le va nt ma te ria lfacts re ga rding the

inclus ion into ra tebase  of land acquired for a  new headqua rte rs  building. These

ma te ria l facts  we re  not included in the  Company's  origina l submiss ions  to the

Commiss ion, but only uncove red a s  a  re sult of inquirie s  by DRA.

San Gabrie l did not disclose  tha t the  land it was  seeking to include  in

ra tebase  was  purchased from an a ffilia te . Furthe r San Gabrie l did not disclose

tha t the  purchase  price  of the  land it was  seeking to place  in ra tebase  and on

which it sought to ea rn a  re turn, was  not based on a  marke t price , but ra the r

based on an appra isa l pe rformed by an appra ise r hired and pa id for by the

company. Fina ily, San Gabrie l did not disclose  tha t the  price  pa id by the  utility

was  s ignificantly above  the  price  pa id by the  a ffilia te  when it purchased this  land

only a  yea r and a  ha lf ea rlie r.
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In each of these  three  ins tances  San Gabrie l, in its  applica tion, fa iled to

disclose  ma te ria l facts  to the  Commiss ion. Facts  pe rtinent to de te rmining one  of

the  mos t fundamenta l a spects  of traditiona l ra te  of re turn regula tion, ca lcula tion

of ra tebase . It does  not ma tte r, tha t in la te r mee tings  with the  Divis ion of

Ratepayer Advoca tes  these facts came  to light, Ra the r these  ma te ria l facts

should have  been included in its  applica tion and or te s timony. The  Commiss ion

places  grea t we ight on applica tions  and te s timony. It is  impe ra tive  tha t the se

a pplica tions  (a nd te s timony) provide  full a nd compe te  informa tion upon which

the  Commiss ion can re ly. In fact, in uncontes ted ma tte rs  such applica tions  can

be  the  sole  bas is  for the  Commiss ion's  actions .

Affilia te  transactions  have  long been of specia l inte res ts  for the

Commiss ion. Through out or re gula tory a ctivitie s  we  ha ve  rule s  a nd guide line s

gove rning how such transactions  should be  handled and how they should be

re porte d.

San Gabrie l, in pa rticula r, should be  aware  of this  Commiss ion's

longs ta nding conce rn with full dis closure  of re le va nt informa tion with re ga rds  to

transactions  with a ffilia tes . In D.4894Z, we  dismissed San Gabrie l's  ra te

applica tion because  it fa iled to disclose  ma te ria l informa tion with re spect to

tra nsa ctions  with a n a ffilia te . (Re San Gabriel Valley Water Co., 52 CPUC 729.) We

affirmed D/18942 in D49074 (52 CPUC 741; writ of review denied, S.F. 18940.)

The  language  of the  Commiss ion in D49074 is  pa rticula rly blis te ring.

\

The  a ffilia te d inte re s ts  with which the law and factua l substance are
conce rned a re  the  domina tion and control which the  pre s ident of
applicant exe rcises  ove r both applicant and [its  a ffilia te ]. It is  a  case
of the  pre s ident of applicant dea ling on beha lf of applicant with
himse lf a s  the  a lte r ego of [its  a ffilia te ]. The  law does  not pe rmit an
officia l of a  corpora tion to profit by dea lings  he  ha s  with such
corpora tion. It follows  tha t the  Commis s ion is  duty bound to
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prevent the  ra tepaye rs  of applicant from be ing saddled with the
burde n re sulting from profits  ma de  by a pplica nt's  pre s ide nt a t the
expense  of applicant. Tha t such unreasonable  charges  may be
disa llowed by the  Commiss ion for the  purposes  of ra te -fixing is
be yond que s tion. (Pacific Telephone and Telegraph Co. u. Public
Utilities  Commiss ion, 34 Cal (2d) 822, 826). (52 CPUC 741, 742.)

There  is  no rule  aga ins t engaging in an a ffilia te  transaction. The  fact tha t

the  utility a cquire d the  la nd from a n a ffilia te  is  not the  proble m. Wha t is  the

problem is  tha t the  utility fa iled to disclose  ma te ria l facts  rega rding its  reques t to

place  the  land, which was  la te r revea led was  purchased from an a ffilia te , into

ra tebase .

Affilia te  transactions  crea te  an opportunity for abuse  of our ra temaking

process . Transfe rs  of property or sa le /purchase  of goods  and se rvices  be tween

a ffilia te s  crea te s  the  opporhmity for the  utility and its  a ffilia te s  to engage  in

ina ppropria te  "tra ns fe r pricing" by ove rva luing the  a s se t, good or s e rvice  be ing

sold to the  utility by the  a ffilia te  or unde rva luing the  a s se t, good or se rvice  be ing

sold by the  utility to the  a ffilia te  tha t re sults  in the  tra ns fe r of profit from the

re gula te d utility to a n unre gula te d a ffilia te . Such a ctivity ha s  long be e n a

concern of this  Commiss ion and othe r s ta te  and federa l regula tory agencies .

San Gabrie l's  omiss ion of the  fact tha t the  land in ques tion was  acquired

from an a ffilia te  concea led from the  Commiss ion tha t the  inclus ion of this  land

into ra tebase  merited the  specia l cons idera tions  genera lly applied to such non~

a rms  length transactions . San Gabrie l's  applica tion and te s timony did not

disclose  tha t the  transaction was  based on an appra isa l ra ther than a  marke t

va lua tion; hiding from the  Commis s ion informa tion tha t would ca us e  us  to

furthe r e xa mine  the  ba s is  of the  va lua tion of the  la nd prior to a llowing it into

ra tebase . Fina lly, San Gabrie l did not disclose  tha t tha t the  land was  acquired by
{
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the  utility a t a  s ignifica nt ma rk-up a bove  tha t pa id by the  a ffilia te  only a  short

time  be fore . While  the re  is  nothing wrong with the  a ffilia te  profiting from a n

affilia te  transaction so long as  tha t profit were  due  to an increase  in the  true

va lue  of the  land, fa ilure  to disclose  these facts s hie lde d this  re le va nt informa tion

from the  Commis s ion's  vie w.

We conclude  tha t these  acts  of omiss ion viola te  Rule  1 of the  Commiss ion's

Rules  of Practice  and Procedure  which s ta tes :

Any person who s igns  a  pleading or brie f, ente rs  an appearance  a t a
hearing, or transacts  bus iness  with the  Commiss ion, by such act
represents  tha t he  or she  is  authorized to do so and agrees  to comply
with the  laws  of this  Sta te ; to ma inta in the  re spect due  to the
Commiss ion, me mbe rs  of the  Commiss ion or its  Adminis tra tive  la w
Nudges , and never to mis lead the  Commiss ion or its  s ta ff by a n
a rtifice  or fa lse  s ta tement of fact or law.

E
\

We conclude  tha t San Gabrie l's  fa ilure  to disclose  these  re levant facts was

mis le a ding.

Sa n Ga brie l knowingly provide d mis le a ding informa tion to the

Commiss ion rega rding is sues  tha t a re  ma te ria l to this  proceeding. The  submitta l

of mis leading informa tion causes  subs tantia l ha rm to the  regula tory process ,

which ca nnot function e ffe ctive ly unle s s  pa rticipa nts  a ct with inte grity a t a ll

time s

We  find the  company in viola tion of Rule  l for three  acts  of omiss ion;

1) San Gabrie l did not disclose  tha t the  land they were  seeking to include  in

ra tebase  was  purchased from an a ffilia te , 2) San Gabrie l did not disclose  tha t the

purchase  price  of the  land they were  seeking to place  in ra tebase  was  not based

on a  marke t price  but ra the r based on an appra isa l pe rformed by an appra ise r

hired and pa id for by the  company, and 3) San Gabrie l did not disclose  the  fact

tha t the  price  pa id by the  utility was  s ignificantly above  the  price  pa id by the
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1

a ffilia te  whe n it purcha s e d th is  la nd only a  ye a r a nd a  ha lf e a rlie r. For e a ch of

the  thre e  viola tions  of Rule  1 of the  Commis s ion 's  Rule s  of P ra ctice  a nd

P roce dure  we  impos e  a  fine  of $20,000 for a  tota l of $60,000.

vio la tion . This  is  p rob le ma tic , be ca us e  the  Commis s ion  is  limite d  in  its

de te rre nce  to a  $60,000 fine , whe n, if the  tra ns a ction ha d gone  undis cove re d, the

holding  compa ny would  ha ve  be ne fite d  by $475,000.

The  Commis s ion  d is cus s e d  the  ove ra ll gu ide line s  for de te rmining  fine s  in

D98-12-075 , In re  S tandards  of Conduct Governing Re la tionships  Be tween Energy

Utilitie s  a nd The ir Affilia te s , 84 CP UC a d 155, a nd re ite ra te d the m a nd a pplie d

the m to  wa te r compa nie s  in  D99-11-044, S tra wbe rry P rope rty Owne rs  Ass 'n o.

Conlon-S tra wbe rry Wa te r Co., a nd D.05-11-030, Ca s ta lia  Community S e rvice s  u.

Unoca l Corp. The  purpos e  of a  fine  is  to  de te r fu ture  viola tions  by the  pe rpe tra tor

or o the rs . The  s e ve rity of the  offe ns e  a nd the  pe rpe tra tor's  conduct guide  the

Commis s ion in  s e tting a  fine  tha t is  proportiona te  to  the  offe ns e .

In  de te rmin ing  the  fine  we  a re  mindfu l o f the  s ta nda rds  a dopte d  in

D.98-12-075 (84 CP UC a d 1575, 188-190).

Harm to the Regulatory Process: A high level of severity will
be accorded to violations of statutory or Commission
directives, including violations of reporting or compliance
requirements.

/

r

'L

Th e  Utility's  Ac tio n s  to  De te c t a  Vio la tio n : Utilitie s  a re
e xpe cte d  to  d ilige n tly monito r the ir a c tivitie s . De libe ra te , a s
oppos e d  to  ina dve rte n t wrongdoing , will be  cons ide re d  a n
a ggra va ting  fa ctor. The  le ve l a nd  e xte nt of ma na ge me nt's
involve me nt in , or to le ra nce  of, the  offe ns e  will be  cons ide re d
in  de te rmin ing  the  a mount o f a ny pe na lty.

Ma na ge me nt's  involve me nt in  this  bre a ch of trus t wa s  100 %, a t the  ve ry

top  le ve l o f the  u tility a nd  the  ho ld ing  compa ny. S a n  Ga brie l is  no  s tra nge r to
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fa iling to provide  comple te  informa tion to the  Commis s ion. In D48942, we

dismissed its  ra te  applica tion because  it fa iled to disclose  ma te ria l informa tion.

(Re San Gabriel Valley WaterCo., 52 CPUC 729.) We affirmed 13.48942 in D49074

(52 CPUC 741; writ of review denied, SF. 18940.) The  language , cited above , of

the  Commiss ion in D.49074 is  pa rticula rly blis te ring.

Ne e d for De te rrence : Fees  should be  se t a t a  leve l tha t de te rs
future  viola tions . Effective  de te rrence  require s  tha t the  s ize  of
a  fine  re flect the  financia l re sources  of the  utility.

The  Commission's  Rules  of Practice  and Procedure  (Rule  1) s ta tes :

Any pe rson who s igns  a  pleading or brie f, ente rs  an
appearance  a t a  hearing, or transacts  business  with the
Commission, by such act represents  tha t he  or she  is
authorized to do so and agrees  to comply with the  laws  of this
Sta te ; to mainta in the  respect due  to the  Commiss ion,
me mbe rs  of the  Commiss ion or its  Adminis tra tive  la w Judge s ,
and neve r to mis lead the  Commiss ion or its  s ta ff by an a rtifice
or fa lse  s ta tement of fact or law.

Sa n Ga brie l knowingly provide d mis le a ding informa tion to the

Commiss ion rega rding is sues  tha t a re  ma te ria l to this  proceeding. The  submitta l

of fa lse  information causes  subs tantia l ha rm to the  regula tory process , which

ca nnot function e ffe ctive ly unle s s  pa rticipa nts  a ct with inte grity a t a ll time s .

Within 30 days  from the  e ffective  da te  of this  orde r, San Gabrie l sha ll remit

to the  Commission's  Fisca l Gffice  a t 505 Van Ness  Avenue , Room 3000,

San Francisco, CA 94102, a check for 8,60,000 made payable to the State of

Ca lifornia 's  Gene ra l Fund. The  number of this  decis ion sha ll be  shown on the

face  of the  check.

XVI. Comments on Proposed Decision

The  proposed decis ion of the  ALJ  in this  ma tte r was  ma iled to the  pa rtie s
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Rules  of Practice  and Procedure . An a lte rna te  decis ion by the  ass igned

Commiss ione r wa s  file d concurre ntly with the  propose d de cis ion. Comme nts

and reply comments  were  filed by San Gabrie l, DRA, the  City, and the  Dis trict.

The  filings  of the  City and dis trict follow the  is sues  ra ised by DRA and need not

be  separa te ly discussed. The  comments  of San Gabrie l and DRA reargued

factua l dispute s , which we  decline  to modify. They a lso noted a reas  of the

opinion which ne e de d cla rifica tion, which we  ha ve  modifie d.

Subs tantive  changes  have  been made  to cla rify the  timing and content of

advice  le tte rs  pe rta ining to the  Sandhill Wate r Trea tment facility to ra te  base  and

the  collection of connection fees . San Gabrie l ra ised the  issue  of the  timing of the

firs t a dvice  le tte r with re spe ct to the  Sa ndhill fa cility. Due  to the  timing of this

decis ion, the  company is  directed to file  an advice  le tte r filing by November 15,

2007, to be  effective  on January 1, 2008. Filings for subsequent years  are  due by

November 15 to be  e ffective  January 1. San Gabrie l sought cla rifica tion tha t the

inves tment in the  new headquarte rs  building was  exempt from the  ra tebase  cap.

This  is  not the  case . Changes  a re  made  to cla rify tha t the  new headquarte rs

inves tment is  not given advice  le tte r tre a tment and tha t the  addition to CWIP

resulting from the  inves tment in a  new headqua rte rs  would count aga ins t the

10% ra te  cap. In response  to concerns  ra ised by the  City of Fontana , and others

a t the  ora l a rgument the  decis ion is  changed to cla rify proceeds  from the  facilitie s

fees  should be  firs t used to offse t the  increase  in ra tebase  resulting from the

inclus ion of the  Sandhill trea tment plant and then, if sufficient, to offse t othe r

ra tebase  increases  subject to the  cap so that the  effect of the  offse t is  not to create

more  room unde r the  ca p.

-110-



A.05-08-021, I.06~03-001 Com/JB1/jt2

{
\

In response  to San Gabrie l's  comments  the  decis ion a lso cla rifies  tha t the

facilitie s  fees  may be  pa id by those  reques ting the  facility such as  deve lopers ,

builde rs , and cus tomers .

The  City of Fontana  commented for an a lloca tion of the  va rious  proceeds

"more  favorable  to ra tepaye rs ." (City of Fontana  Comments  on AD a t page  13.)

The  a lte rna te  proposed decis ion is  revised to re flect a  67% a lloca tion of the

contamina tion proceeds  to ra tepaye rs . This  will re sult in a  lower ra tebase , lower

ra te s  and a  la rge r re fund than tha t origina lly proposed in the  a lte rna tive

proposed decis ion.

In re sponse  to comments  ra ised by the  City of Fontana  and DRA rega rding

the  cos t e ffectiveness , additiona l ana lys is  is  included in the  decis ion regarding

the  cos t e ffectiveness  and ne t benefits  to ra tepayers  of the  Sandhill Facility.

In response  to concerns  ra ised regarding the  Rate  Base  Cap ra ised in

comments  (Comments  of the  City of Fontana , page  6) language  has  been added

to the  a lte rna te  to require  proponents  of continuing a  ra tebase  cap to provide

compe lling evidence  tha t such a  cap is  a  use ful regula tory tool.

In re sponse  to comments  of San Gabrie l rega rding the  timing of the  advice

le tte rs , we  have  cla rified the  advice  le tte r filing da te s  for inclus ion in ra te s  of

Sandhill inclus ion into ra tebase . The  firs t such advice  le tte r is  due  by November

15, 2007 to be  e ffective  January IS* 2008. We further cla rify tha t the  advice  le tte r

to adjus t ra te s  for inclus ion of the  facilitie s  fees  in CAIC should be  filed on the

sa me  time ta ble . Additiona lly, the  a lte rna te  now re quire s  tha t the  re fund a dvice

le tter be  effective  January 1, 2008, so as  to reduce the  number of ra te  changes and

to he lp mitiga te  the  impacts  on ra tes  to consumers  of increases  in ra tes  tha t result

from the  inclus ion of the  Sandhill facility in ra tebase .

/
r
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There  were  additiona l changes  made  to correct e rrors  and to cla rify this

order,

XVII. Assignment of Proceeding

John A. Bohn is  the  ass igned Commiss ioner and Robert Barne tt is  the

ass igned ALJ  in this  proceeding.

Findings of Fact

/

\

1. San Gabrie l's  forecas t tha t its  number of active  se rvice  connections  will

increase  a t a  ra te  of 1,350 new connections  per year and its  es timates  of annual

use  by every cus tomer class  except for la rge  indus tria l cus tomers  is  adopted.

2. San Gabrie l forecas ts  sa les  on a  wea ther-normalized bas is  for most

cus tomer cla s se s  by applying the  New Committee  Me thod to recorded monthly

sa les  over the  las t ten years . This  forecas t method is  adopted.

3. DRA's  es timate  of te s t year sa les  to Cemex of 250,685 cc is  more  re flective

of Cemex's  current and anticipa ted wa te r use , and is  adopted.

4. DRA's  recommenda tion tha t sa les  to CSI be  projected a t 545,700 cc, a  leve l

283,140 cc higher than San Gabrie l's  tes t year es timate , is  adopted.

5. San Gabrie l's  approach to the  a lloca tion of the  $116,909 rece ived from US

EPA is  to amortize  it over three  years , increas ing the  wa te r revenue  account by

$38,970 in the  tes t year. San Gabrie l's  proposal is  reasonable  and is  adopted.

6. A 6.2% unaccounted for wa te r factor is  adopted.

7. DRA has  reached an agreement with San Gabrie l tha t San Gabrie l's

proposed $8,509,500 water costs (177.88/ AF) forecast for TY 2006-2007, is

reasonable . However, a s  DRA has  recommended an adjus tment to increase  the

company's  projected sa les  to CSI by 650 AF, DRA has  a lso increased the

projected purchase water costs  by $115,622 (650 AF x $177.88/ AF) to $8,625,122

DRA's  re comme nda tion is  a dopte d.
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8. Purchased power costs  of $4,795,500, or $0.094782/ kph, forecas t for

TY 2006-2007 are  reasonable  and adopted. Purchased power costs  go through a

full cos t ba lancing account.

9. An annual chemical expense of $637,410 for TY 2006-2007, is  reasonable

a nd a dopte d.

10. Us ing upda ted September 30, 2005 esca la tion factors , DRA's

recommendations  for materia ls  and supplies  expenses  a re : $142,300 for

opera tions , $282,900 for maintenance  and $40,300 for adminis tra tive  and genera l

expenses. These  are  adopted.

11. A TY 2006-2007 transporta tion expense  of $619,323 is  reasonable  and

a dopte d.

12. In projecting TY 2006-2007 pos tage  expense , the  company applied

non-labor esca la tion ra tes  as  well as  the  5.4% postage  ra te  increase . It is  adopted.

13. The  ma intenance  expense  e lement of outs ide  se rvices  va rie s  directly with

the  quantities  of physica l plant. San Gabrie l increased to $187,100 the  recorded

year 2004 amount to re flect both increases  in plant and non-labor esca la tion

ra tes . San Gabrie l's  es timate  is  adopted.

14. San Gabrie l es timated $287,795 in TY 2006-2007 for non-perchlora te  re la ted

legal costs , based on a  ten-year average expense  level, infla ted to 2004 dollars ,

then esca la ted to TY 2006-2007. To provide  for the  poss ibility of high fees  we

will adopt San Gabrie l's  e s tima te , but to a lso provide  for the  poss ibility of an

average  expense  we require  San Gabrie l to crea te  a  memorandum account to

record outs ide  lega l expenses , capped a t $287,795 per year. Money not

reasonably expended sha ll be  re turned to the  ra tepayers .

I"
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15. Perchlora te -re la ted lega l expenses  a re  accounted_for through the

Wate r Qua lity Litiga tion Ba lancing Account and a re  not factored into base  ra tes

This  is  reasonable  and adopted

16. San Gabrie l has  agreed to use  the  ECSB labor infla tion ra tes , thereby

reducing its  proposed revenue requirement for TY 2006-2007 by about $330,000

while  a lso agreeing to apply the  September 2005 vers ion of the  ECSB escala tion

fa ctors . We  a dopt the  me thodology a nd a pply it throughout to our a dopte d

expenses

17. The  12 pos itions  tha t were  vacant as  of November 14, 2005 sha ll be

removed in de te rmining TY 2006-2007 payroll expense  as  its  normal to have

some leve l of vacancies  in any given period

18. Of the  12 proposed new pos itions , we  approve  11. We  do not approve

including in expenses  one  Wate r Trea tment Opera tor III

19. Step increase  for employees  sha ll be  removed from expenses

20. It is  reasonable  to substitute  ECSB's  September 2005 Labor Infla tion Rates

for San Gabrie l's  use  of ECSB's  June  2005 Compensa tion per Hour Index. This  is

a dopte d

21. Vaca tion, holiday, and s ick leave  expenses  a re  adjus ted to re flect our

a dopte d re vis ion to pa yroll

22. For 401 (k) cos ts , we  change  the  esca la tion factor from the  Compensa tion

per Hour Index to the  Labor Infla tion Ra te  and reca lcula te  the  expense  based on

our a dopte d re vis ions  to pa yroll

23. We  modify the  hea lth and denta l insurance  expense  to re flect the  impact of

our re vis ions  to pa yroll

24. San Gabrie l's  Bus iness  Prope rty and Umbre lla  Liability Insurance

expenses are  adopted
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25 . We  modify S a n  Ga brie l's  worke r's  compe ns a tion  e xpe ns e  by a d jus ting  for

the  pa yroll incre a s e  tha t we  ha ve  a dopte d a nd by offs e tting the  e xpe ns e  by the

thre e -ye a r a ve ra ge  of re funds  re ce ive d, $24,000 of which Fonta na  Divis ion 's

portion  is  38%. We  will no t a d jus t the  Ex Mod fa cto r.

26 . S a n  Ga brie l's  Re gula tory Commis s ion  e xpe ns e  a nd  a mortiza tion  is

a dopte d .

27 . DRA's  propos e d  uncolle ctib le  fa ctor of 0 .1951% is  a dopte d , modifie d  to

re fle ct our pro je cte d  re ve nue .

28. S a n Ga brie l's  incorpora te d fra nchis e  fe e  e xpe ns e s  ba s e d on a  five -ye a r

re corde d a ve ra ge  fra nchis e  fe e  ra te  of 0.8091% is  a dopte d.

29. The  ge ne ra l office  a lloca tion cos ts  a re  a lloca te d be twe e n the  Los  Ange le s

Divis ion  a nd  the  Fonta na  Divis ion  ba s e d  on  a  four-fa ctor a lloca tion  formula . It is

a dop te d .

30 . The  Ame rica n  ]obs  Cre a tion  Act of 2004 provide s  for a  de duction  e qua l to

3% qua lifie d  production a ctivitie s  income  in  2005 a nd 2006 a nd 6% of qua lifie d

production a ctivitie s  income  in  2007 a nd 2008. As  the  a pplica ble  de duction is  3%

for 2006 a nd 6% for 2007, we  s ha ll utilize  a n a ve ra ge  de duction ra te  for TY 2006-

2007 of 4.5%. S a n Ga brie l ha s  e s tima te d the  pe rce nta ge  of its  ne t income

a pplica ble  to  production a ctivitie s  to  be  51.9%, which we  find re a s ona ble  a nd

a d o p t

31. S a n Ga brie l s ha ll compute  its  income  ta x e xpe ns e  to  re fle ct the  impa cts  of

the  2004 Act.

32 . Ta xe s  Gthe r Tha n  Income  include  p rope rty a nd  pa yro ll ta xe s . S a n  Ga brie l

a nd DRA a gre e  on  the  a mount for Othe r Ta xe s  e xce pt for pa yroll. We  a dopt

the ir re comme nda tion  bu t will u s e  our inde pe nde n t find ings  on  pa yro ll.

K
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33. The  Fonta na  Divis ion is  confronte d with incre a se d de ma nd throughout its

se rvice  a rea  as  the  result of rapid new deve lopment. Recognizing the  need for an

upda ted plan to addre ss  the  growing demands  on its  wa te r supply and

dis tribution sys tem, in October of 2003, San Gabrie l prepared a  comprehensive

Wate r Mas te r P lan.

34. The  Ma s te r P la n a ddre s se d the  ra pid growth in the  unde ve lope d northe rly

portions  of Fonta na  Divis ion's  s e rvice  a re a  a nd a dditiona l indus tria l growth in

the  southe rly a re a s , both of which will re quire  ne w we lls  a long with ne w

rese rvoirs  (for fire  flow requirement and peak demand), boos te r pumps , and

transmiss ion and dis tribution pipe lines  to provide  necessa ry flows  a t

appropria te  pre ssure s .

35. The  Ma s te r P la n e s tima te s  tha t a pproxima te ly 25 mud of a dditiona l

groundwate r supply is  needed by the  year 2010 in order to mee t increased

demands  and to increase  the  re liability of the  sys tem. This  e s tima te  is

reasonable .

36. The  Ma s te r P la n re comme nds  tha t the  Compa ny ha ve  re dunda nt we ll

capacity for a t leas t three  2,000 rpm wells . The  Mas te r Plan recommends  a  tota l

of e ight ne w groundwa te r production we lls  (including thre e  we lls  to provide

redundant we ll capacity), e ach with a  capacity of approxima te ly 2,000 rpm, for a

tota l capacity of approxima te ly 16,000 rpm, be  ins ta lled prior to 2010. This

recommenda tion is  reasonable .

37. The  Mas te r P lan concluded tha t the  Fontana  Divis ion has  a  current

de ficiency of 19 mud unde r drought conditions , requiring cons truction of new

and replacement we lls  tha t will produce  a t leas t 25 mud as  we ll a s  cons truction

of a  seven mud pe rchlora te  trea tment facility tha t will trea t three  contamina ted

wells , in orde r to ove rcome  the  current de ficiency, mee t yea r 2010 maximum day

-116-



A,05-08-021, 1.06-03-001 CoM/JB1/jt2

de ma nds  unde r drought conditions , a nd provide  s ufficie nt re dunda ncy during

emergency inte rruptions . We  find this  conclus ion to be  reasonable .

38. The  Sandhill Surface  Wate r Trea tment Plant began ope ra tion in 1965. The

plant re lie s  on surface  wa te r dive rs ions  from Lytle  Creek but often mus t be  shut

down when Lytle  Creek ha s  high leve ls  of turbidity tha t exceed the  current

treahnent capability of the  Sandhill plant. The  othe r source  of supply for the

Sandhill plant is  S ta te  Wate r Project (SWP) wa te r tha t mus t be  blended with

Lytle  Creek surface  wa te r be fore  it can be  trea ted. These  blending requirements

re s trict the  capacity of the  Sandhill plant to the  ava ilability of useable  Lytle  Creek

surface  flow. The  required shutdown of surface  wa te r proce ss ing through the

Sandhill plant has  deprived the  Fontana  Divis ion of thousands  of acre  fee t of

low-cos t surface wate r, including over 25,000 acre  fee t jus t in the  firs t five

months  of 2005.

39. The  pla nne d upgra de s  a nd pre tre a tme nt fa cilitie s  will pe rmit the  Sa ndhill

plant to trea t 100% Lytle  Creek surface  water, 100% SWP water, or any blend of

the  two. This  will re s tore  the  full use fulne s s  of the  Sa ndhill pla nt e ve n whe n

Lytle  Creek surface  wa te r is  unava ilable  or too muddy, because  the  plant will be

able  to process  SWP water.

40. The  Commiss ion adopted a  Wate r Action Plan on December 15, 2005,

which conta ined va rious  objectives  expected to be  implemented by the

inve s tor-owne d wa te r utilitie s .

41. The  Sa ndhill pla nt upgra de  proje ct is  e xpe cte d to cos t a pproxima te ly

$5 million, to which mus t be  a dde d s ta ffing a nd ma inte na nce . Sa n Ga brie l's  TY

2006-2007 ra te  base  includes  $12 million a lready expended on the  Sandhill plant.

/

/
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42.The  Sandhill plant is  cos t e ffective  and it is  reasonable  to cons truct it. The

cos t of cons truction sha ll be  reviewed in the  next GRC or by applica tion

whichever occurs  sooner

43. For new cons truction the  mos t equitable  way to provide  recove ry 'm ra te s

is  to continue  the  solution found reasonable  in D.04-070034 to limit ra te  base

growth to 10% per year, excluding the  ra tebase  additions  caused by the  Sandhill

plant upgrade . We  a re  not disposed to dicta te  to San Gabrie l which plant will be

cons tructed in which orde r, tha t is  a  management decis ion

44. New we lls  a re  needed to mee t the  demands  of new cus tomers ; new

cus tomers  should be  contributing to provide  the  plant necessa ry to se rve  them

45. The  cos t of the  trea tment facility a t P lant F-25 should be  trea ted a s  GIAC, if

the  company recove rs  funds  from its  contamina tion lawsuits

46. San Gabrie l ha s  not emphas ized deve lope r funds  to provide  new facilitie s

for new cus tomers . The  need for plant a rise s  not only to se rve  current

ra tepaye rs , but a lso to se rve  new cus tomers . New cus tomers  should contribute

new facilitie s . We  need not decide  a t this  time  which facilitie s  will s e rve  new

cus tomers

47. San Gabrie l should ins ta ll a  replacement 10,000 rpm CVWD

inte rconnection to maximize  de live rie s  during emergencie s

48. To cons truct a  new office /warehouse , San Gabrie l acquired 4.81 acres  for

the  new facility, on December 30, 2004 for $1,102,233 from Rosemead Properties

Inc. (Rosemead), an a ffilia te  company of San Gabrie l. The  acquired parce l was

part of an 8.72 acres  pa rce l origina lly acquired by Rosemead on ]fly 8, 2003 for

$1,075,000

49. Rosemead is  owned by United Resources , Inc. (United Resources .) United

Resources  a lso owns  San Gabrie l. Rosemead purchased the  property during the

/
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time  tha t San Gabrie l was  seeking land on which to cons truct a  new office

building. The  land was  expected to go into ra te  base . When the  land was  sold

by Rosemead to San Gabrie l in December 2004 it occurred without any

ne gotia tion re ga rding price .

50. We will a llow $591,250 in ra te  base  ca lcula ted on the  ra tio of the  s ize  of the

parce l Rosemead sold to San Gabrie l to the  s ize  of the  la rger parce l of which it

was  part. We find tha t San Gabrie l should have  been charged 55% of $1,075,000,

or $591, 250 for the  land. This  abuse  of an a ffilia te  transaction is  pa rticula rly

egregious .

51. In re ga rd to the  ne w office /wa re house , Sa n Ga brie l should re move  the

facilitie s  tha t a re  to be  replaced from ra tebase  immedia te ly upon the  occupa tion

of a  ne w he a dqua rte rs  building,

52. We would expect a  higher CWIP for TY 2006-2007 because  of the  major

projects  unde r cons truction. We  find tha t the  Company's  CWIP e s tima te  is

probably low, but re a sonable . We  specifica lly a llow up to $4.9 million to be

include d in CWIP for the  ne w he a dqua rte rs  building.

53. We  find reasonable  San Gabrie l's  forecas t me thod for ma te ria ls  and

supplie s , re flecting plant growth a s  we ll a s  gene ra l infla tion (us ing upda ted

IMa tion fa ctors ) .

54. The  additions  to the  advance  for cons truction account for the  pa s t

five  years  averaged $3 million. The  additions  projected for 2005-2008 average

$2 million. The  growth tha t crea te s  the  need for additiona l plant should be  e ithe r

advanced or contributed by deve lope rs . The  advance  e s tima te  is  low but

reasonable .

55. The  additions  to the  CIAC for the  pa s t five  yea rs  ave raged $1.3 million.

The  Company's  additions  projected for 2005-2008 average  $850,000. His torica lly,
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the  $1.3 million represented approximate ly 11 Oo of the  $11,677 million average of

gross  plant additions . The  diffe rence  be tween the  actua l and the  es tima tes

sugges ts  tha t San Gabrie l unders ta ted the  projected contributions . We  adopt the

his torica l ave rage  for contributions  of $1.3 million.

56. We  a dopt Sa n Ga brie l's  working ca sh e s tima ting me thod. It wa s  done  in

accordance  with Standard Practice  U-16.

57. We  a dopt Sa n Ga brie l's  me thodology in de te rmining the  de pre cia tion

expense  based upon our adopted e s tima tes  of utility plant.

58. San Gabrie l and DRA s tipula ted to the  capita l s tructure , cos t of debt, ROE

and overa ll ra te  of re turn for purposes  of this  GRC, agree ing on an ROE of 9.90%,

and overall ra te  of re turn of 9.33% for TY 2006-2007 and 9.35% for TY 2007-2008.

The  s tipula tion is  reasonable  and is  adopted.

59. DRA and San Gabrie l proposed an imputed capita l s tructure , cons is ting of

40% long-te rm debt and 60% common equity, an equity ra tio approxima te ly ha lf

way be tween the  ave rage  equity ra tio of a  group of sma ll wa te r utilitie s  and

San Gabrie l's  actua l equity ra tio. This  capita l s tructure  of 40 Of long-te rm debt

60. The  s tipula tion be tween the  DRA and San Gabrie l re sults  in a  cos t of

long-te rm debt for each year, 2006-2008, based on the  amounts  proposed by

San Gabrie l. The agreed upon long-term debt ra tes  are : 8.44% for 2006, 8.49 %

for 2007, and 8.54% for 2008. These debt ra tes  are  reasonable  and are  adopted.

61. Cons is tent with a  9.9% ROE, the  overa ll ra te  of re turn for TY 2006-2007 a t

9.33% and for TY 2007-2008 at 9.35% is  reasonable and adopted.

62. San Gabrie l seeks  to phase  into ra te s  by advice  le tte r filings  the  capita l

cos ts  for its  planned new headquarte r complex (333 million in the  2005 capita l

/
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the  Sandhill Plant upgrade  project ($18 million in 2006 and $4 million in 2007) .

An a dvice  le tte r filing for a  ma jor a ddition to pla nt is  not routine . It will ha ve  to

be  reviewed by the  Wate r Divis ion, DRA, poss ible  protes tants , and the

Commiss ion. Our three -yea r ra te  case  plan can be  se rious ly adverse ly impacted.

A cha rge  to CWIP will adequa te ly protect San Gabrie l. San Gabrie l's  advice

le tte r proposa l is  approved for the  Sandhill P lant upgrade , but denied for its

planned new headqua rte rs  project.

63. San Gabrie l's  proposa l to amortize  the  ba lance  recorded in the  Water

Qua lity Litiga tion Memorandum Account a s  of June  30, 2006 is  reasonable  but

outda ted. We  will authorize  a  24-month amortiza tion of the  Februa ry 28, 2007

ba lance  in the  account.

64. Sa n Ga brie l sha ll continue  to ma inta in a  Wa te r Qua lity Me mora ndum

Account.

65. Sa n Ga brie l's  propose d ne t-to-gros s  multiplie r is  1800324. DRA propose d

1.77286, the  difference  being DRA's  use  of an uncollectibles  ra te  of 0.1951% and a

de duction for qua lifie d production a ctivitie s  unde r the  Jobs  Act. We  find

reasonable  a  ne t-to-gross  multiplie r of 1.772805 based on the  resolution of those

issues .

66. In accordance  with the  RCP, TY 2007-2008 is  a  tes t year for items re la ted to

ra te  base  and an esca la tion year for a ll other revenue  requirement components ,

and TY 2008-2009 is  an a ttrition year for ra te  base  items and an esca la tion year

for othe r components . We  have  followed the  RCP requirements  for te s t yea r,

esca la tion, and a ttrition factors  to produce  the  reasonable  and adopted revenue

requirement and ra te  increase  ca lcula tions  for esca la tion years  2007-2008 and

2008-2009.

\
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67. A fa cilitie s  fe e  minimum of $5,000 for a  5/8" x 3/4" me te r is  re a s ona ble

a nd will be  a uthorize d. Othe r wa te r purve yors  in the  re gion cha rge  be twe e n

$5,000 and $7,000 per new home connected to the  system and use  those  funds to

pay for additiona l capacity needed to se rve  new cus tomers . San Gabrie l has

presented pe rsuas ive  evidence  tha t the ir cus tomer base  is  growing by about

2-1/2% per yea r with concomitant growth in wa te r usage . It proposes  upgrades  to

its  Sa ndhill pla nt, ne w we lls , ne w re se rvoirs , a nd e quipme nt to me e t this  growth.

It is  not unreasonable  to require  those  reques ting new connections , such as

deve lopers , builde rs , and new cus tomers  to a ss is t in paying for these  new

fa cilitie s  through a  fa cilitie s  fe e  pa id prior to conne ction. Highe r me te r s ize s  will

pay according to the  schedule  in Table  2, above .

68. Give n the  unce rta inty a nd vola tility of re a l e s ta te  de ve lopme nt, the

revenue  tha t a  facilitie s  fee  would gene ra te  is  highly unce rta in both in amount

and timing. Facilitie s  fee  revenues  should be  taken into account for ra temaking

purposes  once  they have  been rece ived, through an advice  le tte r.

69. The  following procedure s  for fa cilitie s  fe e s  a re  adopted:

All fees  collected mus t be  credited to CIAC a t the  time  the
fees  a re  spent for additiona l plant.

The  utility sha ll show the  ba lances  in its  annua l report to the
Commiss ion. Fund ba lances  should be  lis ted as  debits  to
Account 121-3, miscellaneous specia l deposits , and as  credits
to Account 242, othe r de fe rred credits .

Inte res t should a lso be  debited to Account 121-3,
misce llaneous  specia l depos its , and credited to Account 265,
CIAC.

When plant is  replaced us ing funds  from these  fees , a  debit
should be  made  to the  appropria te  plant account, a  credit
made to Account 121-3, misce llaneous specia l deposits , a
debit made  to Account 242, other de fe rred credits , and a
credit made  to Account 265, CIAC.

1 .

2.

3.

4 .
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The  fee  is  applicable  to a ll applicants  for ins ta lla tion of
se rvice  connections  by the  utility in the  te rritory se rved for
premise s  not previous ly connected to its  dis tribution ma ins ,
for additiona l se rvice  connections  to exis ting premises , and
for increases  in s ize  of service  connections  to exis ting
premises  the  cus tomer's  reques t.

An es timate  of the  Facilities  Fees  sha ll be  included in any
depos it required of the  applicant under Rules  15 and 16, or
othe rwise . The  ta riff shee t in e ffect a t the  time  the  s ta tement
of actua l cons truction cos ts  is  provided to the  applicant
under Rules  15 and 16, or otherwise , sha ll de te rmine  the
applicable  amount of the  Facilities  Fees .

70. To modify the  monthly se rvice  cha rge  to equa lize  it for new re s idences

would be  a  change  which would bene fit occupants  of recently cons tructed homes

a t the  expense  of cus tomers  with olde r res idences . Such a  ra te  change  would run

counte r to a  facilitie s  fee , San Gabrie l's  monthly se rvice  charge  is  in compliance

with the  Colnmiss ion's  Wate r Ra te  Des ign Policy se t forth in D86-05-064. It is

reasonable  and is  adopted.

71. San Gabrie l's  CARW program is  reasonable  and is  adopted .

g

5.

6.
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Fo n ta n a  Divis io n

Wa te r conta mina tion $ 8,559,863

Se rvice  duplica tion 33 2,314,538

Sale on condemnation $ 2,421,727

S a le  to  p riva te  p rope rty owne rs 33 431,004

Co n d e mn a tio n  o rd e r 22,500$

Conta mina tion (more ) $ 26,114

To ta l $13,775,746

A,05-08-021, 1.06-03-001 CoM/JB1/jt2

72, S a n Ga brie l's  Fonta na  Divis ion re ce ive d $13,775,746 in  proce e ds  from

va rious  tra ns a ctions  during the  ye a rs  1996 to  2004 from:

73. The  24 sa le s  to priva te  pa rtie s  in the  Fontana  Divis ion during yea rs  1996 to

2004 ma inly involved re lease  of easements  or rights  of way with lines  damaged,

threa tened, or rende red unusable  or haza rdous  by grading and cons truction

opera tions . Those  properties  a re  no longer necessary or useful and the  $431,004

ga in San Gabrie l rece ived from property sa le s  to priva te  owners  is  governed by

Section 790.

74. The  ten Fontana  Divis ion sa le s  on condemna tions  addre ssed in the  Audit

Report were  sa les  under threa t of condemnation. San Gabrie l, a s  the  se lling

pa rty, a dmits  tha t it wa s  motiva te d to a void the  cos t a nd confronta tion of a

pointle s s  condemna tion tria l; in the  light of tha t threa t San Gabrie l did ente r into

sa les  transactions .

75. On November 10, 1998, San Gabrie l ente red into a  se ttlement with the

County of San Berna rdino where  the  County agreed to pay San Gabrie l

compe nsa tion for da ma ging Sa n Ga brie l's  prope rty by conta mina tion from the
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County's  Mid-Va lle y Sa nita ry La ndfill. Sa n Ga brie l's  re ce ive d, for the  pe riod

1998 to 2004, $8,559,863 from the County.

76. San Gabrie l's  contamina tion lawsuit was  a  cla im for damages ; the

se ttlement damage  payment was  not a  sa le  of rea l prope rty nor did it re sult in a

sa le . Section 790 require s  a  sa le  by the  utility. We  will deduct the  litiga tion cos ts

of $208,554 from the  proceeds  of the  contamination award of $8,559,863 for ne t

proceeds of $8,351,309 We will a llocate  the  net ga ins  of $8,351,309, 67% to

ra tepayers  and 33% to sha reholde rs . This  will a ssure  and encourage  the  utility to

vigorous ly purs ue  pollute rs .

77. The  $26,114 contamina tion award dolla rs  a re  not Section 790 proceeds , and

will be  a lloca ted 67% to ra tepayers  and 33% to shareholders .

78. The  ga in a lloca ted to ra tepayers  of $5,613,208 should be  reduced by the

cos t of Plant F-10, $2,6i8,29i, which is  a lready in GIAC.

79. The  i82,994917 ba lance  of ga in a lloca ted to ra tepayers  will be  accounted for

by reducing ra te  base  by increas ing CIAC by tha t a lloca tion.

80. San Gabrie l has  ma inta ined de ta iled records  necessa ry to document its

inves tment in utility plant of the  ne t proceeds  of prope rty sa le s , contamina tion

re cove ry, a nd involunta ry conve rs ion.

81. San Gabrie l should not be  required to amend its  gene ra l ledge r and prior

years ' financia l s ta tements  because  ne ither accounting changes  would have  any

ra temaking consequences  but would impose  cos ts  on the  Company.

82. The  records  San Gabrie l kept were  adequa te  to show the  rece ipt of funds

a nd the  e xpe nditure  of funds . Howe ve r, we  will re quire  a  me mora ndum

account to record a ll transactions  tha t re sult in ga ins  from sa le  of rea l property,

or ga ins  from condemna tions , se rvice  duplica tion, or contamina tion cla ims .

83. Wate r qua lity issues  have  been adequa te ly resolved .
(
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84. San Gabrie l should se t-up a  sepa ra te  centra lly loca ted file  for bill inquirie s

beginning January 1, 2006.

85. The  ra te  base  for this  decis ion is  $85,367,300 (Appendix A, p. 1.) The  ra te

base  for D.04-07-084 will be  recomputed to reduce  it by $2994917 (Appendix E,

p. 2). The  revenue  requirement for D.04-07-034 will be  recomputed to reduce  it

by $522,200 annua lly. (Appendix E, p. 2.) The  amount of the  re fund should be

ca lcula ted to re flect this  lower revenue  requirement for the  re levant time  pe riod.

86. The  fa ilure  of San Gabrie l to adequa te ly disclose  ma te ria l facts  rega rding

the  affilia te  transaction sa le  by Rosemead to San Gabrie l of a  parce l of land to be

used for a  new headqua rte rs  complex merits  a  pena lty. Management

involvement in this  breach of trus t was  100%; a t the  ve ry top leve l of the  utility

a nd the  holding compa ny.

87. Sa n Ga brie l knowingly provide d mis le a ding informa tion to the

Commiss ion rega rding is sues  tha t a re  ma te ria l to this  proceeding. The  submitta l

of mis leading information causes  subs tantia l ha rm to the  regula tory process ,

which ca nnot function e ffe ctive ly unle s s  pa rticipa nts  a ct with inte grity a t a ll

time s .

88. We  find the  company in viola tion of Rule  1 for three  acts  of omiss ion:

1) San Gabrie l did not disclose  tha t the  land they were  seeking to include  in

ra tebase  was  purchased from an a ffilia te , 2) San Gabrie l did not disclose  tha t the

purchase  price  of the  land they were  seeking to place  in ra tebase  was  not based

on a  marke t price  but ra the r based on an appra isa l pe rformed by an appra ise r

hired and pa id for by the  company, and 3) San Gabrie l did not disclose  the  fact

tha t the  price  pa id by the  utility was  s ignificantly above  the  price  pa id by the

a ffilia te  when it purchased this  land only a  yea r and a  ha lf ea rlie r. For each of
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the  three  viola tions  of Rule  1 of the  Commiss ion's  Rules  of Practice  and

Procedure  we impose a  fine  a t $20,000 for a  tota l of $60,000.

Conclusions of Law

1. The  ALJ  Divis ion sha ll offe r a  media tion se rvice  to a ss is t the  pa rtie s  in

achieving a  solution to providing San Gabrie l with the  City's  recycled wa te r.

2. San Gabrie l sha ll se t up a  memorandum account to record outs ide  lega l

expenses to be  capped at $287,795 per year, the  form of the  account to be

a pprove d by the  Wa te r Divis ion.

3. De te rmina tion a s  to the  dispos ition of proceeds  tha t re sult from

condemna tion, sa le  unde r threa t of condemna tion, and inve rse  condemna tion

are  defe rred to the  policy de te rmina tion in R.04-09-003.

4. The  se ttlement of a  groundwa te r contamina tion cla im is  not a  sa le  of rea l

prope rty, and is  not within the  purview of Section 790.

5. The  ra te s  and cha rges  se t forth in Appendix D to this  decis ion a re  jus t and

reasonable  for the  tes t year and esca la tion years  se t forth.

o R D E R

1. San Gabrie l Va lley Wate r Company (San Gabrie l) sha ll file  within 30 days

a fte r the  e ffective  da te  of this  order, in accordance  with Genera l Order 96-B, and

make  e ffective  on not le ss  than five  days ' notice , the  revised ta riff schedules  for

its  Fonta na  Divis ion include d a s  Appe ndix D to this  orde r. The  re vise d ta riff

schedules  sha ll apply to se rvice  rendered on and a fte r the ir e ffective  da te .

2. Not la te r than May 15, 2007 and May 15, 2008, for esca la tion years

2007/2008 and 2008/2009 respective ly, San Gabrie l sha ll file  advice  le tte rs  in

conformance  with Genera l Orde r 96-B propos ing new revenue  requirements

(and corre sponding revised ta riff schedules ) for the  Fontana  Divis ion. San

Gabrie l advice  le tte rs  sha ll follow the  esca la tion procedures  se t forth in the

.. 127



A.05-08-021, 1.06-03-001 CGM/JB1/jt2

K

i
1

\

Commiss ion's  Ra te  Case  Plan for Class  A Water Utilitie s , and sha ll include

appropria te  supporting workpapers . San Gabrie l sha ll reduce  the  e sca la tion yea r

revenue  requirement for Fontana  to the  extent its  ra te  of re turn on ra te  base  for

the  12 months  ending March 31, 2007 a nd Ma rch 31, 2008, taking into account the

ra tes  then in e ffect and normal ra temaking adjus tments , exceeds  the  ra te  of

re turn found reasonable  in this  orde r. The  revised ta riff schedules  sha ll take

effect on July 1, 2007 and July 1, 2008, respectively, and shall apply to service

rendered on or a fte r the ir e ffective  da tes . The  proposed revised revenue

requirements  and ra te s  sha ll be  reviewed by the  Commiss ion's  Wate r Divis ion.

Wate r Divis ion sha ll inform the  Commiss ion if it finds  tha t the  revised ra te s  do

not conform to the  Ra te  Case  Plan, this  order, or other Commiss ion decis ions , in

which case  a ll revenues  collected under the  revised ra tes  shall be  subject to

re fund until the  Commiss ion has  decided the  ma tte r.

3. Not la te r than November 15, 2007, and each succeeding year until

San Gabrie l's  next GRC decis ion, San Gabrie l sha ll file  an advice  le tte r in

conformance  with GO 96-B, propos ing new revenue  requirements  (and

corresponding revised ta riff schedules) for the  Fontana  Divis ion based on a  new

ra te  ba se  re fle cting: (i) inclus ion in utility pla nt of a ll inve s tme nt re corde d

during the  then-current ca lendar yea r in the  Sandhill Surface  Wate r Trea tment

Plant Upgrade  Project; and (ii) inclus ion in CIAC of a ll revenues  recorded in the

facilitie s  fee  memorandum account during sa id ca lenda r yea r. The  advice  le tte r

sha ll include  appropria te  supporting workpape rs . The  revised ta riff s chedule s

sha ll take  e ffect on January 1 of the  succeeding ca lendar year and sha ll apply to

se rvice  rendered on or a fte r the ir e ffective  da tes . The  proposed revised revenue

requirements  and ra te s  sha ll be  reviewed by the  Commiss ion's  Wate r Divis ion,

which sha ll inform the  Commiss ion if it finds  tha t the  revised ra te s  do not
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conform to the  Ra te  Case  Plan, this  order, or other Commiss ion decis ions . in

which case  a ll revenues  collected under the  revised ra tes  sha ll be  subject to

re fund until the  Commiss ion has  decided the  ma tte r

4. San Gabrie l sha ll re fund to its  ra tepayers  for the  period July 17, 2004 to

July 1, 2006, $573,278, plus the amount accrued from July 1, 2006 to the date  its

revised ta riff schedules  se t forth in Ordering Pa ragraph 1 a re  e ffective . The

refund sha ll be  based on cents  per cc. No la te r than October 1, 2007, San Gabrie l

sha ll file  an advice  le tte r e ffective  January 1, 2008 to be  approved by the  Water

Divis ion s e tting forth the  a mount a nd me thod of the  re fund

5. To a mortize  its  Wa te r Qua lity Litiga tion Me mora ndum Account

San Gabrie l sha ll file  an advice  le tte r se tting forth a  de ta iled description of the

se rvices  provided by San Gabrie l's  outs ide  counse l. The  amount approved by

the  Water Divis ion sha ll be  recovered by surcharge

6. San Gabrie l sha ll continue  to track the  cos ts  of the  CARW program and

annua lly report to the  Director of the  Wate r Divis ion the  cos ts  of such a  program

San Gabrie l may seek to have  the  costs  recovered via  a  surcharge  ra ther than in

ra tes  by filing an advice  le tte r filed no la te r than October 1, 2007, to be  e ffective

January 1, 2008

7. San Gabrie l's  Fontana  Divis ion sha ll file  an applica tion with the

Commiss ion within 120 days  a fte r the  e ffective  da te  of this  decis ion reques ting

approva l for the  implementa tion of the  Wate r Action Plan objectives

8. For three  separa te  viola tions  of Rule  1 of our Rules  of Practice  and

Procedure , San Gabrie l sha ll pay a  fine  to the  Sta te  of $20,000 for each viola tion

for a  tota l of $60,000



A.05-08-021, 1.06-03-001 CoM/JB1/jt2

9. Applica tion 05-08-021 and Inves tiga tion 06-~3-001 sha ll remain open to

resolve  the  issues  re la ted to the  proceeds  from condemnations , sa les  under threa t

of condemna tions  and from inve rse  condemna tions  once  the  broader policy

determinations have been made in R.04-09-003. San Gabrie l's  ra tes  shall remain

subje ct to re fund to a llow imple me nta tion of a ny re sulting orde r.

This  orde r is  e ffective  today.

Dated April 12, 2007, a t San Francisco, California .

MICHAEL R. PEEVEY
Pres ident

DIAN M. GRUENEICH
J CHN A. BOHN
RACHELLE B. CHONG
TIMQTHY ALAN S IMON

Commiss ione rs

I

130 ..



A.05-08-021, L06-03-001 CoM/JB1/jt2

»

\ f

APPENDIX A
Page 1 of 3

San Gabriel Valley Water Company
Fontana Water Company Division

Summary of Earnings
(Dollars in Thousands)

TY 2006-2007
Present Rates

Operating Revenue $43,588.8
AdoptedRates

$41 ,938.8

Operating Expenses
Purchased Water & Assess.
Purchased Power
Chemicals
Payroll
Materials & Supplies
Transportation
Pensions & Benefits
Uncollectibles
Franchise Fees
Outside Services
Insurance
Other O&M Expense
Other A&G Expense
Bank Charges

Subtotal

$8,625.1
$4,795.5

$637.4
$4,628.1

$465.5
$619.3

$1 ,650.3
$85.0

$352.7
$452.6
$591 .2
$163.5
($34.45)
$62.0

$23,093.7

$8,625.1
$4,795.5

$837_4
$4,628.1

$465.5
$619.3

$1 ,650.3
$81 .8

$339.3
$452.6
$591 .2
$163.5
($34.65)
$62.0

$23,077.2

Allocated Common
Total Operating Exp.

$2,987.8
$26,081 .5

$2,987.8
$26,064.59

Depreciation
Ad Valorem Taxes
Payroll Taxes
Total Expense before lnc.Tax

$3,701 .3
$849.2
$444.1

$31 ,076. 1

$3,701 .3
$849.2
$444. 1

$31 ,059.5

Net Revenue before Inc. Tax $12,512.7 $10,879.3

State Income Tax
Federal Income Tax
Total Operating Expense

$421 .1
$3,066.8

$34,563.9

$276.7
$2,508.5

$33,844.7

Net Operating Revenues $9,024.8 $8,094.2

Rate Base $86,791 .5 $86,791 .5

Rate of Return 9.33% 10.40% 9.3261%



A.05-08-021, L06-03~001 coM/JB1/jt2

APPENDIX A
Page 2 of 3

San Gabriel Valley Water Company
Fontana Water Company Division

Utility Plant, Depreciation Reserve, and Rate Base
(Dollars in Thousands)

TY 2006-2007 TY 2007-2008
Adjusted

TY 2006-2007 TY 2007-2008

$173,145.1
$7,700.4

$10,743.3
$1 ,875.0
$1 ,300.0

$13,918.3
($432.6)

$12.4
$186,643.2

$7,700.4
$6,748.8

$187,594.6

$186,643.2
$7,700.4

$14,800.9
$2,887.5
$1 ,300.0

$18,988.4
($432.6)

$12.4
$205,211 .4

$7,700.4
$9,284.0

$203,627.7

$173,145.1
$7,700.4

$10,743.3
$1 ,875.0
$1 ,300.0

$13,918.3
($432.6)

$12.4
$186,643.2

$7,700.4
$6,748.8

$187,594.6

$186,643.2
$7,700.4

$14,800.9
$2,887.5
$1 ,300.0

$18,988.4
($432.6)

$12.4
$205,211 .4

$7,700.4
$9,284.0

$203,627.7

Utility Plant
Plant BOY
CWIP BOY

Utility Additions
Advances
Contributions

Total Additions
Retirements
Transfers 8t Adjustments

Plant EOY
CWlP EOY

Weighted Plant Additions
Weighted Average Plant

Depreciation Reserve
Reserve BOY

Contributions
Depreciation Expense
Clearing Account

Total Accrual
Retirements

Reserve EOY
Weighted Accrued Additions

Wtd. Average Depreciation Reserve
RATE BASE

Utility Plant
Materials & Supplies
Operational Cash Allowance
Working Cash - Lead Lag
Depreciation Reserve
Advances for Construction
Contributions
Deferred income Taxes
Deferred ITC
investment .. Fontana Union Water
Taxes on Advances and CIAC

$41 ,572.6
$469.5

$3,701 .3
$240.4

$4,411.2
($384.8)

$45,599.0
$2,013.2

$43,585.8

$45,599.0
$502.4

$4,050.2
$260.8

$4,813.4
($384.8)

$50,027.7
$2,214.3

$47,813.3

$41 ,572.6
$469.5

$3,701 .3
$240.4

$4,411 .2
($384.8)

$45,599.0
$2,013.2

$43,585.8

$45,599.0
$502.4

284,050.2
$260.8

$4,813.4
($384.8)

$50,027.7
$2,214.3

$47,813.3

District Rate Base
Common Utility Allocation

Average RATE BASE

$187,594.6
$965.5

$11 .9
$499.5

($43,585.8)
($31 ,883.8)
($17,557.2)
($17,329.4)

$436.2
$989.8

$2,436.3

$82,577.2
$4,214.3

$86,791 .5

$203,627.7
$1 ,068.7

$11 .9
$578.9

($47,813.3)
($33,530.4)
($18,284.9)
($18,631 .8)

$455.4
$989.3

$2,597.3

$91 ,068.9
$4,401 .7

$95,470.B

$187,594.6
$965.5

$11 .s
$499.5

($43,585.8)
(8531 ,883.8)
($18,981 .4)
($17,329.4)

$436.2
$989.3

$2,436.3

$81 ,158.0
$4,214.53

$B5,367.3

$203,627.7
$1 ,068.7

$11 .9
$578.9

($47,813.3)
($33,530.4)
($18,284.Q)
($18,631 .8)

$455.4
$989.3

$2,597.8

$91 ,O68.9
$4,401 .7

$95,470.6

(continued)
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APPENDIX A
Page 3 of a

San Gabriel Valley Water Company
Fontana Water Company Division

Income Tax Calculation
(Dollars in Thousands)

TY 2006-2007 Adjusted

Operating Revenue $41 ,938.8 $41 ,639.9

Purchased Power
Purchased Water
Chemicals
Payroll
Materials & Supplies
Transportation
Pensions & Benefits
Uncollectibles
Franchise Fees
Outside Services
Insurance
Other O&M Expense
Other A&G Expense
Bank Charges
Allocated Common
Ad Valorem Taxes
Payroll Taxes

Subtotal
Interest

Total Deductions

$8,825.1
$4,795.5

$637.4
$4,628.1

$465.5
$619.3

$1 ,650.3
$81 .8

$339.3
$452.6
$591 .2
$1635
($34.e)
$62.0

$2,987.83
$849.2
$444.1

$27,358.2
$2,895.5

$30,253.7

$8,625.1
$4,795.5

$637.4
$4,628.1

$465.5
$619.3

$1 ,650.3
$81 .2

$336.9
$452.6
$591 .2
$163.5
($34.6)
$62.0

$2,987.8
$839.7
$444.1

$27,345.7
$2,895.5

$30,241 .2

Taxable Income $11,685.2 $11,398.8

State Tax Depreciation
Net Taxable Income

State Corp. Franch.Tax @ 8.84%
Amortization of CIAC Tax
Total State Income Tax Expense

$8,578.1
$3, 107.1

$274.7
$2.0

$276.7

$8,578.1
$2,820.7

$249.4
$2.0

$251 .4

0.045727 8524.3
186798.4
0.045634

Federal Tax Depreciation
State Franchise Tax - Prior Year
Federal Taxable Income

Fed. Income Tax @ 34.18%
Amortization of ClAC Tax
Total Federal Income Tax Expense

$3,701 .3
$666.1

$7,317.8
$2,501 .2

$7.3
$2,508.53

$3,701 .3
$666.1

$7,031 .4
$2,403.3

$7.3
$2,410.6

0.01973

Total Taxes $2,785.2 $6,662.0

(end of Appendix A)
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APPENDIX C
Page 1 of 1

San Gabriel Valley Water Company
Fontana Water Company Division

Comparison of Bills

Comparison of typical bills for residential metered customers of various usage levels and
average level at present and authorized rates

General Metered Service
(3/4 x 5/8-ineh meter)

/

Monthly
Usaqe (Ccfl

Present
Rates

Test Year 2006-2007
Authorized Percent

Rates Increase

5 $20.62 $20.03 -2.8%

10 $28.44 $27.10 -4.7%

20 $44.08 $41 .22 -6.5%

23 (avg.) $48.77 $45.46 -6.8%

30 $59.72 $55.35 -7.8%

50 $91 .00 $83.60 -8.1%

100 $169.19 $154.24 -8.8%
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\ APPENDIX D
Page 1 of 2

San Gabriel Valley Water Company
Fontana Water Company Division

Adopted Rates

Test Year
2006-2007

Schedule FO-1
Quantitv Rate

Per 100 cu. Fr. (Ccf)
Service Charges

Per service per month
For 5/8 x 8/4-in.
For 3/4-in.
For 1-in.
For 1-1 /2-in.
For 2-in,
For 3-in .
For 4-in,
For 6-in.
For 8-in,
For 10-in.
For 12-in.
For 2-2-in.
For 3-2-in.
For 4-2-in.
For 2-3-in.
For 2-4-in.
For 1-8-in., 2-2-in.
For 2-8-in.

$1.4127

$12.97
$19.46
$32.43
$64.85

$103.80
$194.60
$324.30
$650.00

$1 ,040.00
$1 ,490.00
$2,140.00

$208.00
$311 .00
$415.00
$389.00
$649.00

$1 ,250.00
$2,080.00

Schedule FO-4
Per service per month for each inch of

diameter of service connection $7.24

Schedule FO-9C
sidewalk (per 100 sq- ft.)
street curb (per 100 lineal ft.)
trench settling (per lineal foot)
road construction (per 3000 sq, ft.)
fill compaction (per cubic yard)
tank truck (per 100 gallons)
Minimum charge

$0.663
$1 .324
$0.056
$9.32

$0.084
$0.219
$33.38

Schedule FO-9CL
For each lot during construction $11.42

Special Conditions
1. A surcredit of $0.0179 per Ccf is to be applied to the quantity rates for a 24-month period from

the effective date of Advice Letter No. _ to amortize the July 2004 to December 2006 overcollection
of $719,100 related to the gain on sale issue in A.05-08-021 .

(continued)
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San Gabriel Valley Water Company
Fontana Water Company Division

FACILITIES FEES

APPLICABILITY

Applicable to all customers applying for service from the Utility in the territory
served for premises not previously connected to its distribution mains, for
additional service connections to existing premises, and for increases in size of
service connections to existing premises due to change in use.

TERRITORY

This schedule is applicable within the entire territory served by the
Fontana Division of the Utility.

RATES

Initial Fee for each Service Connection
For 5/8 x 3/4-in.
For 3/4-in.
For 1-in.
For 1-1 /2-in.
For 2-in.
For 3-in.
For 4-in.
For 6-in.
For 8-in.
For 10-in.
For 12-in.
For 14-in.

$5,000.00
$5,000.00
$6,650.00

$10,000.00
$13,350.00
$20,000.00
$26,650.00
$40,000.00
$53,350.00
$66,650.00
$a0,000.00
$93,350.00

SPECIAL CONDITIONS

1 Faciltiies fees are payable in addition to and do not limit any charges for
extensions of mains that may be applicable under Rule 15, Main Extensions.

2 These fee are not subject to the Public Utilities Commission Reimbursement
Fee surcharge in Schedule UF.

3 These fees shall be used only for the repair and replacement or the
installation of new infrastructure.

(END OF APPENDIX D)
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Appendix E
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San Gabriel Valley Water Company
Fontana Water Company Division

Calculation of Effect on TY 2004 Rate Base and Revenue Requirement from After-Tax
Allocation of Gains on Sale of Property From 1996 Through 2004

Allocation of Gains on Sale
(Dollars in thousands)

BOY
2003
EOY AVG

2004
EOY AVG

<a) (b) (C)
BOY
(d) (6) (f)

RATE BASE
Plant

1 Adjustment $2,618.3 $2,618.a 862,618.3 $2,618.3 $2,618.3 $2,618.3

2
3
4

Contributions
Adjustment
Less 2.6% * Line 1

Subtotal

$2,373.7 $5,373.7
($68.1)

$2,305.6 $2,339.7

$2,305.6 $5,305.6
($68. 1 )

$2,237,5

5
6
7
8

$2,994.6Adjustment - Additional Amount
Less 2.6% * Line 5 (half-year)

Subtotal
Total Contributions Adjustment 395,300.2

$2,994.6
($38..3)

$2,955.7
$5,19s.2 $5,246.7

g
10
11
12

Depreciation Expense
Plant Adjustment (Line 1)
Plus 2.6% * Line 9
Add'n Contributions Adjustment (Line 3 + 6)

Total Depreciation Exp. Adjustment

$2,618.3
$68.1
($68.1)

$0.0

$2,618.3
$68.1

($107.0)
($38.9)

Deferred Taxes
13 Adjustment $43.1 $43.1 $43.1 $43.1 $48.1 $43.1

$201 .5 $269.6 $269.6
$68.1
$38.9

$376.6

Acc um. Depreciation
14 Adjustment
15 Reverse Deprec. Adjustment (Line 10)
16 Depreciation on Contributions (Line 6)
17 Total Acc um. Deprec. Adjustment

$201 .5
$68.1

$0.0
$269.6 $235.5 $323.1

Rate Base TY 2004
18
19
20
21
22

Plant excluded from Rate Base per D.04-07-034 (Line 1)
Contributions (Line 8)
Acc um. Depreciation (Line 17)
Deferred Taxes (Line 13)

Net Additional Rate Base Adjustment

$2,e18.3
($5,246.7)

($323.1 )
($43.1)

($2,9s4.e)

REVENUE REQUIREMENT
Return @ 9.4%

23
24
25

Change in Hate Base (Line 22)
Change in Return (Line 23 * 9.40%)
Line 24 times adopted N-T-G of 1.806051

($2,994.6)
($281 .5)

($499.0)

26 Depreciation Expense (Line 12) ($38.9)

Ad Valorem Tax
27
28
29

Change in BOY Depreciated Plant (Line 1 less Line 14)
Taxes @ 0.669%

$2,348.7

Net Rev. Rqmt. Adjustment
$15.7

$52
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San Gabriel Valley Water Company
Fontana Water Company Division

ADJUSTMENTS TO UTILITY PLANT

(Dollars in Thousands)

Estimated
2005

Test Year
2006-2007

Test Year
2007-2008

Advances for Construction

Beginning-of-Year Balance
Net Additions
Refunds
Transfers to Contributions
Reclassifications
End-of-year Balance

$30,245-6
$1 ,795.0

($708.3)
(3921 -3)

($5.1)
$31 ,305.9

$31 ,313.6 $32,453.9
$1 ,875.0 $2,887.5
($708.3) ($708.3)

($21 .3) ($21 .3>
($5.1) ($5.1)

$32,453.9 $34,606.8

Average Balance $30,775.7 $31,883.8 $33,530.4

Contributions in Aid of Construction

Beginning-of-Year Balance
D.04-07-034 - Gain on Sale
CIAC - Gains on Sale
Additions
Transfers from Advances
Depreciation Accrual
Depreciation - Gains on Sale

End-of-Year Balance

$12,106.9
$2,282.0
$5,994.6
$1 ,300.0

$21 .3
($418.7)
($107.6)

$18,178.3

$17,185.1 $17,929.2

$1 ,300.0
$21 .3

($4e9.5)
($107.6)

$17,929.2

$1 ,300.0
$21 .3

($502.4)
($107.6)

$18,640.5

Average Balance $17,781.0 $17,557.2 $18,284.9

Notes: $4,054,080 was added to Contributions as of January 1, 2004
and depreciated annually at the rate of 2.57%.

2004 $38,480
2005 & thereafter $76,961

=0.0257 *CAIC Gains on Sale * 50%
=0.0257 *CAIC Gains on Sale * 50%

The depreciated cost of F10 treatment facilities ($2,349,525) was already
added to Contributions as of January 1, 2003, per D.04-07-034,
but is shown on a separate line in the above table.
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1 . Introduction.

Q. Please state your name and business address.

My name  is  Cindy Lile s . My bus ine ss  addre ss  is  21410 North 19111 Avenue , Suite  201,

Phoenix, Arizona  85027.

Q. Are you the same Cindy Liles that submitted Direct Testimony on August 3, 2007?

Ye s .

1

2

3

4

5

6

7

8

9

10

11

12

Q. What are the topics of your Supplemental Direct Testimony?

I re s pond to Arizona  Wa te r Compa ny's  ("AWC") dire ct te s timony re ga rding Globa l's

Infra s tructure  Coordina tion a nd Fina ncing Agre e me nts  ("ICFA"). As  p a rt o f th is

dis cus s ion, I re s pond to e a ch ite m on Mr. Ha rris ' lis t of "unknown" informa tion a bout

ICFAs . I a ls o a ddre s s  a ccounting is s ue s  re ga rding ICFAs , a nd i re s pond to AWC's

cla ims  rega rding a lleged "s tee ring" of deve lope rs  to ICFAs.

II. ICFAs.

Q- Wh a t is  a n  ICFA?

13

14

15

16

17

18

19

2 0

21

2 2

23

24

25

26

27

An ICFA is  a  vo lun ta ry con tra ct be twe e n  Globa l Wa te r Re s ource s , LLC ("Globa l

Pa rent") and a  landowner. The  ICFAs  achieve  the  following:

ICFAs  re quire  Globa l P a re nt to coordina te  the  pla nning a nd cons truction of off-

s ite  water, wastewater and recycled water plant.

The  Globa l Utilitie s  will own  a nd  ope ra te  th is  p la n t whe n  cons truc tion  is

comple te .

A.

A.

A.

A.

1



1

2

3

4

5

Unde r the  ICFAs , Globa l P a re nt e ns ure s  the  Globa l Utilitie s  ha ve  the  funding

neces s a ry for both the  planning and time ly cons truction of wa te r, was tewa te r and

recycled wa te r plant.

The  landowners  who ente r into the  ICFAs  agree  to coopera te  with Globa l Pa rent's

plant planning and cons truction proces s .

6

7 Q- Why does  Globa l us e  ICFAs ?

8

9

10

11

12

13

14

15

Globa l s trongly be lieves  tha t regiona l planning and the  cons e rva tion of wa te r is  e s s entia l

to the  long-te rm s us ta ina bility of growth in Arizona . Thus , we  re cognize d the  ne e d for a

bus ine s s  mode l in Arizona  tha t truly promote s  re giona l pla nning a nd e na ble s  s ignifica nt

wa te r cons e rva tion. Tha t mode l is  the  "tria d of cons e rva tion". As  e xpla ine d in our dire ct

te s timony, the  infra s tructure  re quire d for the  tria d of cons e rva tion is  ve ry e xpe ns ive .

While  the  be ne fits  of this  infra s tructure  a re  c le a r a nd s ubs ta ntia l, thos e  be ne fits  a re

re cognize d only ove r the  long-te rm, while  the  cos t of the  infra s tructure  is  imme dia te .

Infra s tructure  mus t be  built be fore  cus tome rs  ca n move  in. Give n the  la rge  cos ts  of the

16 infra s tructure , Globa l fa ce s  la rge  ca rrying cos ts  for this  infra s tructure  until it re ce ive s

17

18

19

20

corre s ponding re ve nue  from cus tome rs . The  ICFA fe e s  he lp pa rtia lly offs e t the s e  la rge

ca rrying cos ts . And a s  I expla in la te r, the  economic s tructure  of the  ICFAs  is  a ls o critica l

in ge tting deve lope rs  to s upport - or a t lea s t not oppos e  - cons e rva tion meas ures  like  the

us e  of recycled wa te r.

21

22 Q- Pleas e  expla in aga in the  triad of cons erva tion.

23
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27

The  tria d of cons e rva tion s tra te gy re quire s  tha t provide rs  of wa te r, wa s te wa te r a nd

recycled wate r s e rvices  mus t, in a  coordina ted and regiona l fas hion, (1) maximize  the  us e

of re cycle d wa te r, (2) re cha rge  a quife rs  with e xce s s  re cycle d wa te r or othe r re ne wa ble

sources , a n d  (3 )  u s e renewable s u rfa c e  wa te r whe re a va ila b le  a nd  p ra c tic a l.

Implementing this  s tra tegy on any s ort of meaningful s ca le  abs olute ly require s  tha t wa te r,

A.

A.
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1

2

3

4

wa s te wa te r, a nd re cycle d wa te r a ll be  pla nne d a nd ins ta lle d prior to building out ne w

developments. Re trofitting  built-out de ve lopme nts  in  orde r to  imple me nt the  tria d

s tra tegy is  s imply cos t prohibitive . Thus , implementing the  triad of conse rva tion require s

a  massive  capita l investment on the  front end.

5

6

7

8

9

1 0

While  the  long-te nn be ne fits  of pursuing wa te r conse rva tion through the  tria d a re  cle a r,

the  la rge  capita l costs  of these  facilitie s  a re  incurred a t the  onse t. Thus, we are faced with

long-te m be ne fits  but imme dia te  cos ts . It is  difficult to  bridge  this  ga p be twe e n the

timing of the  cos ts  and the  timing of the  bene fits . Thus , financing the se  up-front cos ts  is

the  ma in cha llenge  of implementing the  triad.

11

1 2 Q. Once again, describe the fees contained within the ICFAs.

1 3

1 4

1 5

1 6

1 7

La ndowne rs  pa y fe e s  to Globa l P a re nt s o tha t Globa l P a re nt ca n re giona lly pla n a nd

pursue  conserva tion. These  fees  a re  intended to recover a  portion of the  ca rrying costs  of

the  ve ry expens ive  facilitie s  required to regiona lly plan and to implement e ffective  wa te r

conse rva tion in advance  of growth. And in some  ca se s , ICFA fee s  a re  used to augment

Globa l Pa re nt's  a cquis ition of e xis ting utilitie s .

1 8

1 9

20

2 1

22

23

ICFAs typica lly require  Landowners  to pay a  fee  re la ted to the  ca rrying cos ts  of the  funds

a s s ocia te d with pla nt pla nning a nd cons truction to Globa l P a re nt. Importa ntly, the

ma jority of the se  fe e s  a re  typica lly due  a t the  time  of fina l pla t a fte r Globa l P a re nt ha s

provide d pla nning, fina ncing, a nd cons truction s e rvice s . The s e  fe e s  a re  pa id on a  pe r

e quiva le nt dwe lling unit ("EDU") ba s is .

24

25

26

27

A.
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AWC raises the issue of revenues Global expects to receive from ICFA fees. Can

you address this topic?

1

2

3

4

Ye s , AWC cla ims  tha t Globa l e xpe cts  to  re ce ive  $312 million dolla rs  through ICFA

Q- Does Global agree with this total?

Yes , Globa l provided the  amount to AWC through a  da ta  reques t. However, AWC made

no a tte mpt a t putting the  $312 million tota l into a ny conte xt, but s imply points  out the

a mount in is ola tion. For e xa mple , a ccording to AWC's  2006 a nnua l re port, AWC ha s

$84 million in AIAC a nd CIAC. This  is  a ls o a  la rge  s e e mingly "s ca ry" numbe r, but it

doe s n 't provide  a ny us e ful informa tion by its e lf. The re  s e e ms  to be  s ome  obvious

additiona l informa tion tha t would be  he lpful in putting this  number in pe rspective .
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For ins ta nce , AWC doe sn't point out tha t the  $312 million would re fle ct the  obliga tion to

provide  wa te r, was tewa te r and recycled wa te r se rvice  to 87,000 cus tomers . AWC makes

no me ntion of the  tota l a mount of pla nt tha t would be  re quire d to provide  a ll of the s e

se rvices  to 87,000 cus tomers , nor did they even follow up with a  reques t for this . Back in

January, Mr. Garfie ld s ta ted tha t "Even if the  ICFA fees  a re  excluded from ra te  base , it is

ve ry doubtful tha t the  $3,000 to $5,000 pe r lot fe e  would be  sufficie nt to fina nce  a ll the

fa c ilitie s  fo r d rin kin g  wa te r,  s e we r,  a n d  re cyc le d  wa te r th a t G lo b a l ta lks  a b o u t

This  indica te s  tha t AWC fully recognize s  tha t ICFA fee s  a re  not subs tantia l

e nough  to  fund  the  p la n t Globa l p la ce s  in  s e rvice , ye t AWC omits  th is  from the ir

te s timony and ana lys is  when discuss ing the  $312 million in ICFA fees .

insta l1ing."2

1 Garfie ld Direct a t 13:14 and Harris  Direct a t 7:3.
2 Garfie ld Direct Tes timony in Docke t 06-0199 a t 24:3-6

A.

A.

Q.



Q- P le a s e  p la c e  th is  n u m b e r in  p e rs p e c tive .1

2 A. Globa l curre ntly e s tim a te s  tha t e a ch cus tom e r re quire s  a  m inim um  initia l inve s tm e nt of

a bout $6 ,700  for wa te r,  wa s te wa te r a nd  ba s ic  re cyc le d  wa te r p la n t,  with  tha t e s tim a te

pote ntia lly e sca la ting quite  e a s ily due  to is sue s  such a s  ne ce s sa ry wa te r source  tre a tme nt,

ge ologica l h indra nce s ,  e tc .  This  e s tim a te  a pplie d  to  87 ,000 cus tom e rs  would  re quire  a

m in im um  inve s tm e nt o f a bout $582 ,900 ,000  in  p la n t,  with  a  s ign ifica n t portion  o f tha t

p la nt re quire d  to  be  a va ila ble  for s e rv ice  ye a rs  in  a dva nce  of cus tom e rs  be ing brought

on to  the  s ys te m .  It is  no t d ifficu lt to  re cogn ize  tha t the  ca rrying  cos ts  o f s uch  a  la rge

inve s tme nt could e a s ily s urmount the  $312 million of e xpe cte d ICFA fe e s .

Th e  fin a n c in g  c o s t  o f p la n n in g  a n d  c o n s tru c tio n  o f re g io n a l wa te r,  wa s te wa te r,  a n d

re cycle d wa te r infra s truc ture  is  a  s ignifica nt inve s tm e nt for Globa l P a re nt.  Our fina ncia l

s ta te m e nts  (a udite d  by De loitte  & Touchy) s how tha t in  2006 a lone  P a lo  Ve rde  Utilitie s

Compa ny a nd S a nta  Cruz Wa te r Compa ny a dde d $26,121,226 a nd $30,402,849 in a s s e ts

a  to ta l o f $ 5 6 , 5 2 4 , 0 7 5  in  in v e s tm e n t . those

com pa nie s  a dde d 3,028 a nd 3,086 cus tom e rs  during 2006, s o Globa l a dde d on a ve ra ge

$18,479 of infra s tructure  for e a ch ne w cus tome r in 2006.

C o n c u rre n t  with  th a t  in v e s tm e n t,

3

4

5

6

7

8

9

1 0

1 1

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

2 2

2 3

2 4

2 5

2 6

2 7

Avg. Cos t

$8,627

$9,852

$18,479

As  s ta te d e a rlie r in my te s timony, we  e s tima te  ba s ic re cycle d wa te r infra s tructure  cos ts  a t

$6,700 pe r cus tome r. This  e s tima te  is  $11,779 le s s  tha n the  infra s tructure  a ctua lly a dde d

pe r ne w cus tom e r in 2006 ($18,479 a ctua l - $6,700 e s tim a te ).  This  c le a rly de m ons tra te s

tha t the  initia l cos ts  of infra s tructure  de dica te d to wa te r cons e rva tion on a  re giona l ba s is

a re  dra s tica lly highe r tha n the  e s tima te d cos t pe r cus tome r a t full build out. A11 of this

Santa Cruz

Pa lo Verde

Cust. Add.

3,028

3,086

P la nt Add.

$26,121,226

$30,402,849

5



further reinforces the point that ICFA fees only cover a portion of Global's carrying costs

and are nowhere near large enough to pay for all infrastructure.

Q. Are you claiming that AWC should not have brought the expected total ICFA fees

to attention?

No, not a t a ll. It is  s imply disconce rting tha t AWC did not pla ce  the  numbe r in conte xt.

1

2

3

4

5

6

7

8

9

1 0

1 1

1 2

Q, Mr. Garfield states that "The ICFAs further require that they shall be recorded

with the County Recorder (generally Pinal County, but also Maricopa County).

Thus, the ICFAs impose an unreasonable burden on the land and are intended to

bind future landowners, and further frustrate and interfere with the Commission's

authority to oversee and regulate the provision of public utility service to the

Please comment on this assertion.I 3ultimate customers."

We ll, the  firs t comme nt I would ma ke  is  s ince  Globa l re quire s  tha t ICFAs  be  re corde d

with the  County Recorde r, it is  ha rd to support any a llega tions  tha t Globa l is  de libe ra te ly

trying  to  h ide  ICFAs  from Commis s ion  ove rs igh t. In  re s pons e  to  Mr. Ga rfie ld 's

13

14

15

16

17

18

19

2 0

comment, I'm not sure how the ICFAs create an unreasonable burden on the land or

21

22

23

24

25

26

27

interfere with the Commission's authority to oversee and regulate the provision of public

utility service. Under all the Termination of Agreement sections in each ICFA, if the

Commission does not grant the CC&N either party can terminate the agreement. This

clearly demonstrates that ICFAs recognize the Commission's authority to regulate

CC&N's, allow for termination of the ICFA in the event a CC&N is not issued, and do

not impose any unreasonable burden on the land.

A.

A.

3 Garfield Direct at 13 :18-22



1 Q- AWC raises a list of "unknowns" regarding Global and ICFAs." Please comment on

2 these issues.

3 Once  a ga in, AWC e s s e ntia lly a tte mpts  to us e  fe a r ta ctics  by re s orting to a  notion of

"unknowns". I will addre ss  the se  is sues  in orde r:4

5

6 "The status of these agreements"

7

8

9

10

11

12

1. - The  s ta tus  of a gre e m e nts  s hould be  a ppa re nt s ince

AWC ha s  copie s  of a ll ICF As .  F or ICF As  re la te d  to  a re a s  curre n tly involve d  in  CC&N

e xte ns ions  o r a pp lic a tions ,  the  s ta tu s  is  a wa iting  Com m is s ion  de te rm ina tion  on  the

CC&N, be ca us e  of the  pos s ibility of te rm ina tion in  the  e ve nt tha t the  Globa l s ubs idia ry

doe s  no t re c e ive  the  CC&N. F or ICF As  re la te d  to  a re a s  whe re  the  Com m is s ion  ha s

g ra n te d  a  C C &N,  th e  IC F A is  e ffe c t iv e . W e  h a v e  a ls o  p ro v id e d  AW C ,  a t  th e ir

ins is te nce , with copie s  of s ome  uns igne d ICFAs , which a re  obvious ly not in e ffe ct.

13

14 "How much money has been collected"

15

16

2. -- Once  aga in, AWC seems intent on us ing one

numbe r out of conte xt. But to be  cle a r, be twe e n 2004 a nd Se pte mbe r 30 2007, Globa l

Pa re nt re ce ive d $50,921,104 in ICFA fe e s . All of tha t re ve nue  is  ta xa ble , which le a ve s

17 Globa l P a re n t with  $30 .55  million  ne t. G lo b a l h a s  in c u rre d  $ 1 0 9 . 5 5  m illio n  in

18

19

20

2 1

22

23

24

25

26

a cquis itions  (of which $83.12 million is  re la te d to  a cquis ition pre miums ). Of th is

$109.55 million, a  tota l of $51.55 million is  due  in the  future  for s ome  of thos e  s a me

a cquis itions , with the  re ma inde r ha ving be e n a lre a dy pa id. Of the  $83.12 million in

acquis ition premiums , a  tota l of $42,342,388 is  due  in the  future , and $40,777,612 ha s

be e n spe nt to-da te . Jus t de ducting the  a cquis ition pre mium pa yme nts  to da te  from the

ne t ICFA fees  crea te s  a  shortage  of ICFA ftmds  of $-10.22 million. As  of September 30

2007, Globa l Utilitie s  he ld  $216 ,280 ,949  in  to ta l u tility p la n t a nd  cons truction  in

progre ss . And a s  de mons tra te d in my e a rlie r a nswe r, Globa l a dds  infra s tructure  we ll in

e xce s s  of cus tome r growth - this  is  re quire d by re giona l-s ca le  pla nning. I be lie ve  this

27
4 Ha rris  Dire ct a t 9-10.

A.
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de mons tra te s  be yond a ny doubt tha t the  ICFA fe e s  a re  doing nothing more  tha n

offs e tting  ca rrying  cos ts  of infra s tructure  a nd to  offs e t a cquis ition  cos ts  tha t a re

multiples  in excess  of regula tory ra te  base . Here  is  a  breakdown of these  ca lcula tions :

ICFA Fees  Rece ived

Taxes  (40%)

Funds after Taxes

Acquis ition P re miums  Pa id

Shortage  of Funds after Taxes & Prams

$50,921,104

20,368,442

30,552,662

40,777,612

18-10.224612
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3. -. .  Mr. Ha rris  s ta te s  in  h is  own

te s timony tha t Globa l expects  to rece ive  $312 million in ICFA fee s .5 Once  aga in, AWC

a tte mpts  to cre a te  a n is sue  whe re  none  e xis ts . The  s ta tus  of the se  ICFAs  a re  e ntire ly

re lia nt on CC&N he a rings , s o e ve n the  $312 million, a  numbe r provide d by Globa l to

AWC, is  only a n e s tima te  a t be s t. If the  Globa l utility is  not gra nte d a  CC&N, the  ICFA

ca n be  te rmina te d a nd would re s ult in a  re duction to the  ICFA fe e s  e xpe cte d to be

rece ived.

"How much additional money will be collected"

17

18

19

2 0

21

22

23

24
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4. .- This  is

not an "unknown". AWC has  access  to both lega l expe rtise  and the  ICFAs, so review of

the  agreements  would provide  full disclosure  of this  is sue . However, to cla rify the  issue ,

if the  utilitie s  a re  gra nte d the  CC&N, the  ICFA pla ce s  no a dditiona l obliga tion on the

utilitie s  othe r than those  imposed by the  CC&N and Globa l's  own conse rva tion policy.

"What contractual obligations the ICFAs place on the regulated utilities"

5 Harris  Direct a t 7:3 .

8



1 "Wh a t accounting procedures  have  been followed"

2

3

4

5

5. -- Globa l us e s  Ge ne ra lly Acce pte d

Accounting P roce dure s  ("GAAP ").  G loba l's  a ccounting will be  looke d a t in  gre a t de ta il

in  a  ra te  ca s e .  G loba l ha s  a  com pe te nt a ccounting s ta ff inc luding s e ve ra l CP As  a nd is

a udite d by De loitte  a nd Touche , LLP , one  of the  world 's  le a ding a ccounting finns .  This

s hould e limina te  a ny "conce rns " re la te d to a ccounting proce dure s .

6

7 "How the money collected is supposed to be used"

8

9

10

6. .- A11 pa rtie s  ha ve  a cce s s  to the

ICF As ,  the  ICF As  s pe a k fo r the m s e lve s . The re  a re  no  re s tric tions  on  the  us e  o f the

m one y. AW C  is  s im p ly re fu s in g  to  u n d e rs ta n d  th e  n u m e ro u s  a n s we rs  we  h a v e

provide d. The  ICFA fe e s  a re  tre a te d a s  re ve nue  a nd a re  not e a rm a rke d or re s tric te d to

11 a ny pa rticula r use .

1 2

1 3

1 4

15

1 6

17

1 8

The  fa cts  a nd the  la ngua ge  of the  ICFAs  a re  c le a r: The  ICFA fees a re  prim a rily inte nde d to

offs e t a  portion  o f the  c a rrying  c os ts  a s s oc ia te d  with  the  la rge  in itia l c a p ita l inve s tm e n t

ne ce s s a ry to  im ple m e nt pla nt de vote d to  cons e rva tion on a  re giona l ba s is .  In  a ddition, the

ICFA fe e s  he lp offs e t the  cos ts  re la te d to initia l pla nt pla nning a nd cons truction re vie w a nd

a na lys is  of pro je c ts  brought forth  by de ve lope rs . And  la s tly,  the  ICF A fe e s  a re  u s e d  to

offs e t a cquis ition cos ts  - obvia ting the  ne e d to s e e k "a cquis ition a djus tme nts ."

19

20

2 1

22
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24
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26

27

It would  not be  in  the  public  in te re s t if G loba l a lloca te d  the  cos t of re vie wing cons truc tion

proje c ts  into ra te s , e s pe cia lly s ince  m a ny of the s e  proje c ts  m a y ne ve r be  purs ue d. It would

n o t  b e  in  th e  p u b lic  in te re s t  if G lo b a l a llo c a te d  th e  c a rryin g  c o s ts  o f re g io n a l s iz e d

infra s truc ture  cons truc tion  a nd  fina nc ing  in to  ra te s ,  a s  e xis ting  ra te pa ye rs  would  the n  be

pa ying for growth.  And it would  not be  in  the  public  in te re s t if G loba l a lloca te d  the  cos t of

a cquiring utilitie s  (a t ma ny time s  ra te  ba s e ) into ra te s , a s  ra te pa ye rs  a re  the n pa ying for the

a cquis ition of utility infra s truc ture  tha t wa s  a lre a dy pa id for a nd the y would a ls o be  pa ying

to offs e t a cquis itions  conducte d to provide  for re giona l pla nning, i.e ., pa ying for growth.



1

2

3

4

5

6
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The  curre nt income  ta x tre a tme nt re quire s  the  ta x to be  pa id on the  following ye a r's  ta x

re turn, thus  ta x pa yme nts  on ICFA fe e s  re ce ive d a re  only de fe rre d for one  ye a r. As

e xpla ine d la te r in this  te s timony, the  ICFA fe e s  a re  tre a te d a s  de fe rre d re ve nue  for GAAP

purposes . Thus , the  ta x impa ct of the  ICFA fe e s  is  s ignifica ntly a he a d of whe n Globa l

re cognize s  the s e  fe e s  unde r GAAP . This  re s ults  in re ductions  to GWR's  e quity in the  ye a r

a fte r ICFA fe e s  to  a c c oun t fo r ta xe s ,  a s  the  ICFA fe e s  a re  re c ogn ize d  th rough  the

a mortiza tion proce s s , a ny re s ulting ope ra ting income  or e xpe ns e  would impa ct Globa l's

e quity a ccordingly.

9

10 "How the money collected has actually been used"

11

1 2

1 3

1 4

1 5

7. .- The  colle cte d funds , ge ne ra lly,

have  been used and a re  be ing used to offs e t the  carrying cos ts  of inves tment required by

the  ICFA. Given the  lack of re s trictions  noted above , Globa l Pa rent does  not a ttempt to

is ola te  whe re  dolla rs  from one  s ource  go a s  oppos e d to dolla rs  from a nothe r s ource .

Any e quity funds  which ma y ha ve  origina te d a s  ICFA fe e s  would not be  is ola te d or

re s tricte d, s uch is ola tion or re s triction would be  ine fficie nt a nd contra ry to the  goa l of

16 None the le s s ,  I ha ve  de ta ile d  the  mone y re ce ive d ,  the

17

offs e tting ca rrying cos ts .

infras tructure  built, and the  acquis ition cos ts  incurred.

1 8

1 9 "Ho w m u c h  o f th e  r e g u la te d  s u b s id ia r ie s '  e q u ity  c a p ita l is  d e r ive d  fro m  ICFA

20
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payments " - This  ques tion a s s umes  tha t ICFA fees  a re  magica lly is ola ted from a ll othe r

re ve nue s , loa ns , cre dit infus ions , bond proce e dings , a nd e quity inve s tme nts . The

Commiss ion can decide  in a  ra te  case  whe ther the  dis s ection of Globa l Parent's  sources

of ca pita l is  worthwhile . For the  purpos e s  of re futing AWC's  ins inua tions , s uffice  it to

s ay tha t ove r the  pas t four yea rs  Globa l Pa rent has  inves ted $216 million in utility plant,

(of which $58.6 million is  AIAC a nd CIAC), Globa l P a re nt ha s  a ccrue d $109.55 million

in a cquis ition re la te d cos ts  ($58.0 million s pe nt, the  re ma ining due  in the  future ), a nd

Globa l Pa rent has  rece ived $30.55 million in ICFA fees , ne t of taxes .

8.

10
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2

3

4

5

6

If the  Commis s ion wis he s  to a lloca te  s ome  portion of the  ICFA a s  contributions , tha t

$30.55 million should be  re duce d by $40.78 million for a cquis ition pre miums  (be ca use

the  a cquis ition pre mium pa yme nts  ha ve  no e ffe ct on ra te  ba s e ), s o the re  is  $-10.22

million  in  ne t ICFA fe e s  a t is s ue . Aga ins t $216 million  in  p la nt a nd $109 million  in

a cquis itions , we  trus t the  Commiss ion to de cide  the  tre a tme nt of tha t ICFA ne t in future

rate cases.7

8

9 111. Ac c ounting  fo r ICFA fe e s .

1 0

11 Q.

1 2

Mr. Harris states that Global refuses "to explain their accounting for the payments

received under these arrangements (the 1cFAs.)"' How do you respond to this

1 3 a llega tion

1 4

1 5

1 6

1 7

It is  s imply not true . We  ha ve  re pe a te dly e xpla ine d the  a ccounting of ICFAs . In fa ct,

this  que s tion wa s  put to me  during my J une  26, 2007 de pos ition a nd I a ns we re d a s

follows : "The  ICFA is  with the  pa re nt, Globa l Wa te r Re source s . The  mone y tha t come s

in is  de pos ite d into Globa l Wa te r Re s ource s ' a ccount a nd Globa l Wa te r Re s ource s

records  it a s  revenue ."71 8

1 9

20

2 1

22

23

24

25

For income  tax purposes , the  fees  can be  de fe rred for one  yea r

only a nd income  is  re cognize d on the  following ye a rs  ta x re turn. For GAAP  purpose s  ,

the fees are recorded as deferred revenues on the balance sheet and amortized as revenues

whe n wa te r me te rs  a re  ins ta lle d throughout the  life  of the  de ve lopme nt. The  use  of the

ba lance  shee t account , de fe rred revenue , was  a  decis ion made  with the  accounting firm

to de fe r the  re cognition of income  to the  la te s t point of which it ca n be  de te rmine d the

obliga tion of the  ICFA ha s  be e n me t. It wa s  de te rmine d the  mos t conse rva tive  point is

whe n wa te r is  flowing through a  wa te r me te r. Thus , the  ICFA fe e s  do not impa ct Globa l

26

27

A.

6 Harris  Direct a t 8:18.
7 See  transcript of Cindy Liles  June  26, 2007 deposition a t page  47



1

2

P a re nt's  "bottom line " (Le . e a rnings ) whe n re ce ive d. Tha t impa ct occurs  a s  ta xe s  on the

ICFA a re  incurre d (dis cus s e d a bove ) a nd a s  the  de fe rre d re ve nue  is  a mortize d ove r time .

3

4

5

6

I be lieve  this  is  a  8,111 and comple te  answer to the  ques tion of how ICFA fees  a re

accounted for. Perhaps Mr. Harris believes some more elaborate accounting is required

but he has not explained what more he thinks is necessary.

7

8

9

1 0

Our accounting for these  fees is  not in any way unusual. Typically, when a  company

receives a payment, that payment is booked as revenue. This is a very basic accounting

principle .

11

12 Q-

13

14

15

Mr. Harris states "Global's witnesses have only admitted that the ICFA funds go

into GWR's general revenues, and are then distributed to its subsidiaries. Liles

Demo at 47_56."8 Is this an accurate representation of your testimony at the

deposition?

16

17

No. A ca re ful reading of the  transcript of my depos ition a t pages  47 through 56 or

elsewhere will reveal no mention of ICFA funds being distributed to GWR's subsidiaries.

18

19 Q-

20

2 1

Mr. Harris states that he can not determine whether ICFA fees are used as equity

by Global Parent and its subsidiaries.9 Can you provide some comments that will

help clarify this issue?

22

23

24

As  a n a ccounta nt Mr. Ha rris  knows  full we ll tha t re ve nue s  a re  not typica lly color-code d

by s ource  or de s tina tion. It is  no t c le a r to  me  why Mr. Ha rris  be lie ve s  tha t re ve nue s

re ce ive d  from ICFA fe e s  s hould  be  a ccounte d  for d iffe re n tly tha n  a ny o the r s ource  of

25

26

27

A.

A.

8 Harris Direct at 7:24-26
Harris Direct at 7:21-25



1

2

re ve nue . Tha t be ing s a id, I will provide  a  ge ne ra l de s cription of the  flow of re ve nue  from

Globa l P a re nt to the  utility s ubs idia rie s  in orde r to cle a r up a ny confus ion.

3

4

5

6

7

8

9

10

11

12

Firs t, ICFA fe e s  a re  re ce ive d by Globa l P a re nt a nd a re  booke d a s  de fe rre d re ve nue s . For

G AAP  p u rp o s e s ,  a s  c u s to m e rs  a re  a d d e d  to  th e  d e v e lo p m e n ts  ( i. e . ,  wa te r m e te rs

ins ta lle d),  the  ICF A fe e s  a re  a m ortize d  a nd  inc lude d  inG loba l P a re nt's  to ta l re ve nue s .

The n Globa l P a re nt's  e xpe nse s  a re  ne tte d a ga ins t the se  tota l re ve nue s  a nd we  a re  le ft with

n e t in c o m e  o r lo s s . Tha t ne t inc om e  o r lo s s  a long  with  re ta ine d  e a rn ings ,  m e m be r

contributions  a nd me mbe r dis tributions  to pa y income  ta x s hown on the  Globa l ta x re turn

m a ke s  up Globa l P a re nt's  e quity ba la nce . Globa l P a re nt will us e  the  funds  a va ila ble  to it

from  tim e  to tim e  to provide  e quity infus ions  to  the  re gula te d utilitie s  a s  ne e de d. This  is

ba s ic a ccounting a nd I a m pe rple xe d a s  to Mr. Ha rris ' confus ion ove r the s e  is s ue s .

13

14 Iv. Alle g e d  "S te e rin g " o f De ve lo p e rs .

15

16 Q.

17

18

Mr. Garfield states: "...Global ends up steering most, if not all, developers into

ICFAs allegedly outside the Commission's oversight and regulation. Liles Dep. At

17-18.""' Is this an accurate representation of your testimony at the deposition?

19 A.

20

2 1

22

23

24

25

No. A ca re ful re a ding of the  tra ns cript of m y de pos ition a t pa ge s  17 a nd 18 or e ls e whe re

will re ve a l no  m e n tion  o f G loba l s te e ring  de ve lope rs  in to  ICF As .  As  I e xp la ine d ,  the

IC F A s tru c tu re  is  d e v e lo p e r-frie n d ly. It  a llo ws  th e m  to  d e fe r  t h e  m a jo r ity  o f t h e

pa ym e nts  until fina l pla t (which is  norm a lly whe n de ve lope rs  s e ll pa rce ls  a nd portions  of

the ir de ve lopm e n t to  bu ilde rs  a nd  thus  ha ve  m one y on  ha nd ) a nd  the  ICF A fe e s  a re

typ ica lly lowe r tha n  AIAC a nd  CIAC re quire m e nts  a t o the r u tilitie s ,  s o  tim ing  a nd  cos t

ma ke  ICFAs  a ttra ctive  for de ve lope rs .

26

27
10 Ga rfie ld Dire ct a t 12:22-23.
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And a s  I ha ve  s ta te d nume rous  time s , ICFAs  ne e d to be  a ttra ctive  to de ve lope rs  be ca us e

we  a re  a s king the m to do things  tha t a re  more  complica te d (e .g., double  piping) a nd tha t,

fo r la c k o f a  b e tte r wo rd ,  b rin g  a b o u t th e  "yu c k fa c to r" fo r h o m e b u ye rs  (e .g . ,  u s in g

re c yc le d  wa te r to  irrig a te  o p e n  s p a c e s  a n d  g o lf c o u rs e s ,  a n d  to  fill wa te r re te n tio n

s tructure s .)

My ba ckground is  de ve lopme nt, I unde rs ta nd the  re tice nce  of de ve lope rs  for re cycle d

wa te r s ys te ms  a nd la rge -s ca le  infra s tructure  be yond the  'norm'. S o  we  wo rk with

deve lope rs  to expla in the  bene fits , but to be  hones t, re ly on the  ICA's  economic bene fits

(timing a nd cos t) to, quite  fra nkly, provide  a  lure  for de ve lope rs  to the  Globa l tria d of

conserva tion mode l.

Q. Does this conclude your supplemental direct testimony?

1

2

3

4

5

6

7

8

9
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15
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21
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1. In tro d u c tio n .

Q- Please state your name and business address.

A. My name  is  Graham Simmonds . My bus iness  address  is  21410 North 19"' Avenue , Suite

201, Phoenix, Arizona  85027.

Q- By whom are you employed and what is your position?

I a m S e nior Vice  P re s ide nt a nd Chie f Te chnica l Office r for Globa l Wa te r Ma na ge me nt,

LLC ("Globa l Ma na ge me nt"). As  such, I provide  s e rvice s  to Globa l Wa te r .- S a nta  Cruz

Wa te r Compa ny ("S a nta  Cruz"), Globa l Wa te r - P a lo Ve rde  Wa te r Compa ny ("P a lo

Verde"), and the  other regula ted utilitie s  owned by Globa l.

Q~ Please describe your education, background and experience.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. I gra dua te d  from the  Unive rs ity of Toronto  with  a  Ba che lors  of Applie d  S cie nce  in

Me cha nica l Engine e ring in 1985. I the n jo ine d the  Ca na dia n Na vy in  1986, whe re  I

purs ue d pos t-gra dua te  s tudie s  a t the  Roya l Na va l Engine e ring Colle ge  in P lymouth,

Engla nd. I s e rve d a s  the  De puty Engine e ring Office r in HMCS  Anna polis  from 1989

through 1991. Subsequent to tha t a ss ignment, I became the  Equipment Hea lth Monitoring

Office r for the  Na va l Engine e ring Unit P a cific, whe re  I wa s  re s pons ible  for condition-

ba se d ma inte na nce  a s se s sme nts  for a ll e quipme nt use d in we s t coa s t ships , a s  we ll a s

pe rforming pre - and pos t-re fit tria ls .

In 1995, I le ft the  Ca na dia n Na vy a nd be ca me  a  pa rtne r a nd Dire ctor of Ope ra tions  for

Hill, Murra y & Associa te s , a  de s ign-build Finn spe cia lizing in wa te r re cla ma tion fa cilitie s .

In 2001, I joine d Algonquin Wa te r Re s ource s  of Ame rica  a s  Dire ctor of Ope ra tions ,

re spons ible  for the  day-to-day ope ra tion of its  utilitie s , including regula tory filings , growth

management, plant opera tions  and capita l project planning and execution. Fina lly, I joined

A.
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1

2

Global Water Resources as a  Senior Vice  President of Operations and Compliance in 2003 .

I have be e n in the  wa te r, wa s te wa te r, a nd re cycle d wa te r s e rvice  bus ine s s  for ove r 12

3 ye a rs .

4

5 Q. What topics  will your tes timony addres s ?

6 A. I will a ddre s s  the  following is sue s  :

7

8

I provide  a n ove rvie w of Globa l's  tria d of cons e rva tion s tra te gy.

I discuss  P e na l County's  policie s  re ga rding wa te r ma na ge me nt.

I dis cus s  Globa l's  re giona l pla nning a pproa ch.

I e xpla in why Globa l's  inte gra te d utility a pproa ch is  more  e ffic ie nt.

I compa re  the  fire  flow policie s  of S a nta  Cruz a nd AWC.

9

10

11

12

13

14

15

16

Q. How do these topics relate to this case?

17

18

19

20

2 1

In this  ca s e , AWC cha lle nge s  the  Infra s tructure  Coordina tion a nd Fina ncing ("ICFA")

a gre e me nts  use d by Globa l. As  Mr. Hill e xp la ine d  in  h is  Dire c t Te s timony, wa te r

conse rva tion will be  critica l to the  sus ta ina bility of Arizona 's  e nvironme nt a nd e conomy.

In orde r to a chie ve  wa te r cons e rva tion a t the  s ca le  ne ce s s a ry, cons olida te d re giona l

planning and infra s tructure  deployment is  required. This  require s  mass ive  up-front capita l

inve s tme nts . ICFAs , by e limina ting the  de ve lope r-controlle d-infra s tructure  me thodology,

a llow Globa l to ma ke  the se  inve s tme nts . Thus , the  ICFAs  a re  dire ctly tie d to our tria d of

conservation stra tegy.

22

23

24

AWC a lso cha llenges  our Public-Priva te -Pa rtne rship ("PP") agreements  with the  Citie s  of

Ma ricopa  a nd Casa Gra nde . Those  a gre e me nts  a re  a  core  pa rt of the  re giona l pla nning

re quire me nt ne ce s s a ry to a chie ve  me a ningful wa te r cons e rva tion. I will de s cribe  tha t

linka ge .

25

26

27
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1 11. Water conservation: importance and implementation.

2

3 A. Water conservation is critically important in Arizona.

4

5 Q. What is the triad of conservation?

6 The  tria d  of cons e rva tion  involve s : (1) ma ximizing us e  of re cycle d  wa te r, (2) us ing

renewable  surface  wate r where  ava ilable ; and (3) recharging the  aquife r with any ava ilable7

8 excess water.

9

Q- Why does Arizona need a triad of conservation approach?10

11 A.

1 2

Be ca us e  the  world  we  live  in  is  cha nging in  s e ve ra l wa ys , e a ch pre s e nting s e rious

cha llenges to the  Arizona  lifes tyle  and economy.

1 3

1 4

1 5

1 6

1 7

1 8

1 9

Firs t, we  a re  e nte ring our 13"' ye a r of drought a nd e ve ry re puta ble  s tudy indica te s  tha t

long-te nn droughts  in the  S outhwe s t a re  more  common a nd pe rs is te nt tha n we  use d to

be lie ve . Tha t me a ns  tha t s now pa ck will be  e rra tic a nd a nd ra in will be  le s s  fre que nt.

Changes in the  timing of the  run-off season -. tha t period when snow pack begins to melt ._

will drive  snow me lt to occur a t a  fa s te r ra te  and reduce  na tura l aquife r recha rge . Ove ra ll

the  recharge  ra tes  for our aquife rs , and the  fill ra te s  for our rive rs , lakes  and rese rvoirs  will

be  lower than we planned.20

21

22

23

24

Second, Arizona 's  growth hasn't s lowed down, hour-plus  cornrnutes , conges ted freeways

a nd home s  in Pe na l County a nd we s t of the  Ha ssa ya mpa  Rive r didn't de te r pe ople  from

moving he re  a t a ll, in fa ct, Arizona  is  the  fa s te s t growing s ta te  in the  na tion. S e rious

people  are  now describing a  megalopolis  s tre tching from Prescott to Tucson by 2050.25

26

27
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1

2

3

4

Third , the  only de ba te s  le ft on  clima te  cha nge  a re  (1) whe the r huma n a ctivity is

re spons ible  and (2) wha t should we  do about clima te  change? The  a ns we r to  (l) is

irre le va nt in the  conte xt of wa te r s ca rcity, the  a ns we r to (2) a t le a s t pa rtia lly include s

proactive, regional, water resources management and demand side conservation.

5

6

7

8

9

1 0

1 1

1 2

Those  three  factors  (long-te rm pe rs is tent droughts , hype r-growth, and clima te  change)

me a n tha t we  ca n't jus t continue  to use  the  old fa shione d "pump it a nd dump it" wa te r

mode l. Wa te r supply is  now vola tile , we  ha ve  ma ny more  pe ople  living in ma ny more

pla ce s  tha n a nyone  a nticipa te d, a nd clima te  cha nge  me a ns  we a the r will be  more

unpredictable . We  be lieve  tha t the  only ra tiona l re sponse  is  to maximize  the  use  of the

water you a lready have by investing heavily in three  things: recycled water, surface  water,

and aquifer recharge.

13

1 4

1 5

Q- Is  Global unique in us ing recycled water?

1 6

No. La te r in my te s timony I discuss  our "White  Pa pe r" on wa te r re cycling. Tha t pa pe r

includes a number of case studies on the use of water recycling.

1 7

1 8 Q. Is Global the only one talking about recycled water?

1 9 No. Recycled wa te r is  ga ining increa s ing a ttention throughout the  wes t. It is  be ing

discussed in the press, by utilities and cities, and by academics and public policy experts.2 0

2 1

22

23

24

A good example is  a  recent interview by Peter Gleick, the  president of the  Pacific Institute ,

and a  leading expert on water and development issues. He sta ted that "in the  20"' century

we built this  water system and it brings incredibly high quality potable  water to our homes,

and we  use  it to... flush our toile ts  and to water our lawns. It's  a  crazy use  of a  wonderful25

26

27
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1

2

re source . And so one  of the  things  tha t people  a re  thinking about in coming yea rs  is  ways

of using nonpotable  water for nonpotable  purposes."1

3

4

5

6

7

He  we nt on to s a y tha t "incre a s ingly we 're  s e e ing home s " with dua l-plumbing to us e

recycled wa te r for non-potable  use s . He  expla ined tha t its  "expens ive  to do in homes  tha t

a re  a lready plumbed, but it's  not a s  expens ive  to do in new deve lopments  where  we  have

a cce s s  to two diffe re nt s ource s  of wa te r." Tha t's  one  of the  re a s ons  it's  s o importa nt to

build this  infra s tructure  right from the  be ginning. A copy of the  tra nscript of this  inte rvie w

is attached as Exhibit Symrnonds-1 .

8

9

10

11

12

Q, What are the impacts of the increasing scarcity of water in Arizona?

13

1 4

1 5

1 6

1 7

As some thing becomes  more  sca rce , its  price  increa se s . Re ce ntly, the  Town of Chino

Valley purchased some  wa te r rights  for prices  beginning a t $45,000 an acre -foot.2 Tha t is

s imply for the  right to the  wa te r -.- no infra s tructure  is  include d. At curre nt de ma nd ra te s

where  every drop of water is  required to be  potable  for a ll uses , tha t's  a  s taggering $22,500

le vy pe r home . S imila rly, the  Town of P re s cott Va lle y re ce ntly a uctione d rights  to its

recycled water for $24,650 an acre-foot.3

1 8

1 9

2 0

2 1

22

These  prices  show the  va lue  of wa te r in Arizona  is  only going to increase . Recycled wa te r

is  the  la s t unta ppe d wa te r s ource  in the  s ta te , a nd it is  the re fore  critica l tha t inte gra te d

utilities  re ta in the  va lue  of this  resource  to se rve  the ir customers  in a  cost-e ffective  manner.

While  re cycle d wa te r infra s tructure  is  cos tly, the  future  cos t of othe r wa te r s ource s , if

a va ila ble  a t a ll, will be  s te e pe r. It is  much be tte r to  ha ve  a n inte gra te d utility de live r23

24

25

26

27

1 Inte rview of Pe te r Gle ick on "Fresh Air" on Na tiona l Public Radio, November 27, 2007.
Transcript a ttached as Exhibit Symmonds-1 .
2 Resolution No. 07-842 of the  Town of Chino Valley, a ttached as  Exhibit Symmonds-2.
3 Town of Prescott Valley press release dated October 31, 2007.
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recycled wa te r unde r Commiss ion regula ted ra te s , ra the r than have  an s tand-a lone  wa te r

company be forced to acquire these resources on the open market.

Q. Please describe how Santa Cruz and Palo Verde implement the triad of conversation.

Groundwa te r is  a  finite  re s ource . The  tria d's  purpos e  is  to minimize  the  us e  of s ca rce

groundwate r, thus  ensuring tha t deve lopment is  environmenta lly sus ta inable . Le t's  look a t

each of these  in tum. Each wate r source  has  its  place  in today's  environment, but broadly I

ca tegorize  them as  follows:

1.

2.

3.

Groundwa te r - a  de le table , dwindling re source

Surface  Water - a  de le table  but renewable  resource

Recycled Water - a  perpetual, increasing resource

The key to susta inability is  the  appropria te  water source  for the  task a t hand.

B. Reeyeled Water.

Q. Please discuss recycled water.

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

2 1

2 2

23

24

25

2 6

2 7

A. Recycled water is  an essentia l resource  that has many uses. Palo Verde produces Class A+

recycled wa te r ..... the  highes t qua lity: fully denitrified, filte red and dis infected. In fact, this

wa te r is  re quire d to me e t the  Aquife r Wa te r Qua lity S ta nda rds  (AWQS ) a s  de fine d by

ADEQ a t the  point of complia nce . This  high qua lity a llows  for a  multitude  of us e s . For

e xa mple , a  ke y use  is  for irriga tion of common a re a s , me dia ns , pa rks , golf course s  a nd

school fie lds . In addition, recycled wa te r can be  used for recrea tiona l impoundments  such

as  lakes  and founta ins . Class  A+ recycled wa te r is  suitable  for toile t flushing. It is  suitable

for irriga tion of food crops  and for spray initia tion in a reas  of probable  human contact. As

such recycled water can and must take  the  place  of potable  water for as  many non-potable

A.
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uses as possible. It is simply imprudent to use scarce groundwater for such purposes when

recycled water is available. Furthermore, employing recharge as a mechanism for storing

excess recycled water and to counteract the seasonality of the water demand has a dramatic

impact on the use of groundwater in the area. The use of recycled water for uses where

traditionally potable water or ground water were employed can save as much as 0.16 to

0.20 acre-feet of water per dwelling unit per year. These numbers are staggering

considering new developments are seeing residential demands in the order of 0.3 to 0.4

acre-feet per dwelling unit per year. Not only does it reduce the volumetric requirement

for potable water, but by extension the costs of any treatment associated with that water are

also reduced.

Q- How is recycledwater produced and distributed?

Water reclamation facilitie s  a re  the  wastewate r trea tment plants  tha t produce  this  recycled

water. Tha t nomencla ture , however, be lies  the  true  purpose  of the  facilities : they a re  water

factories , taking raw wastewate r and producing recycled wate r. Homeowners  associa tions

and othe r cus tomers  use  recycled wa te r to irriga te  common a rea s  for pa rks , schools  and

golf courses . A separa te  ne twork of pipes , independent of the  water and wastewater pipes ,

a nd dis tinguishe d by the ir purple  color, de live r this  re cycle d wa te r to inte gra te d irriga tion

impoundments  a t deve lopments  and golf courses , to commercia l and industria l facilities , to

res identia l lots  for outs ide  irriga tion and ultima te ly for re s identia l direct re -use .

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

2 0

2 1

2 2

23

2 4

25

2 6

2 7

The recycled water is metered and customers are billed for the recycled water they use.

Finally, any excess recycled water not used can be recharged and stored underground for

future use.

A.
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Q~ Is Global working with federal, state and local governments to increase acceptance of

recycled water?

Ye s . Globa l's  P P  a gre e me nts  conta in  provis ions  for jo in t Globa l-City e duca tiona l

progra ms  to promote  unde rs ta nding a nd us e  of this  va lua ble  re s ource . Globa l ha s  a ls o

ope ne d its  Globa l Wa te r Ce nte r in Ma ricopa , which include s  e duca tiona l dis pla ys  a nd

progra ms  a bout re cycle d wa te r. And  a s  a  me a ns  o f e ncoura g ing  re cycle d  wa te r

a cce pta nce , Globa l ha s  pa rtne re d with the  Unite d S ta te s  De pa rtme nt of Agriculture

("US DA") to a s s e s s  the  microbia l a ction of s oil ba cte ria  unde r re cycle d wa te r, a nd to

a sse ss  impa ct of sa lt e tc on pla nts . In a ddition, USDA ha s  a n e ntire  ce ll de dica te d to the

de ve lopme nt of s a lt tole ra nt pla nts  tha t ca n find the ir wa y to the  la wns  a nd ga rde ns  of

consumers. With our coope ra tion, the  US DA is  ins ta lling a n e xpe rime nta l s ite  a t our

Ca mpus  l wa te r re cla ma tion fa cility to conduct re se a rch a long the se  line s . USDA is  e ve n

e va lua ting the  pote ntia l for microbe s  in s oil mois te ne d with re cycle d wa te r to cons ume

greenhouse gases as part of their natural respiration process.

Q. What is  the  impact of res identia l us e  of recycled water?

1
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5
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9

1 0

1 1
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1 6
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1 8

1 9
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2 1
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A. Cla s s  A+ Re cycle d Wa te r ca n be  cons ide re d a s  a  dire ct re pla ce me nt for pota ble  wa te r,

employed in conditions  where  highly trea ted potable  water is  not required .... for ins tance  in

the  transport of waste  mate ria l from toile ts .

From a regulatory standpoint, the use of recycled water is well established. Indeed many

states encourage recycled water use as a means of reducing potable water requirements.

California, Florida, North Carolina, Washington, Texas and Arizona all encourage highest

arid best uses for recycled water that meets stringent quality standards. Most of these

jurisdictions allow for commercial and residential irrigation, and for commercial/industrial

toilet water flushing. The introduction of recycled water into homes for use as flush water

requires a higher degree of scrutiny associated with the potential risk of accidental cross-

A.
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WATER USE DISTRIBUTION
Indoor Use - 56%

Kitchen 2.8%
S howe r/Ba th 17.4%

Toile t 24.6%
Cle a ning 1.0%
La undry 10.2%

Outdoor Use - 44%
SMrn1ning Pools etc 5.0%

Ga rde n/la wns /wa s hing ca rs /Cons truction e tc 39.0%

1

2

conne ction. Howe ve r, the re  a re  s e ve ra l me thodologie s  tha t ca n be  e mploye d to a lle via te

th is  conce rn , inc luding  public  a wa re ne s s  a nd

3

education, coloration of recycled water,

review of jur isdictional recycled water

4

routine cross connection inspections etc. A

regulations is provided at Exhibit S onds-4.

5

6 Q- Please discuss the potential of residential use of recycled water.

7 A. Residential water use distribution can be broken down by category as follows (source

8 EPA):

9

1 0

11

1 2

1 3

14

1 5

16

1 7

1 8

19

Fro m  th e  a b o ve  ta b le ,  th e  two  c a te g o rie s  th a t m a y b e  d ire c tly re p la c e d  b y C la s s  A+

Re c yc le d  Wa te r a re  To ile t F lu s h  Wa te r,  a n d  Re s id e n tia l Irrig a tio n . Th e  im p a c t  o f

e mploying re cycle d wa te r on the  pota ble  wa te r cons umption is  dra ma tics

20

2 1

22
4 Assumptions

Toilet Flushing Use = 42.66 GPD/DU

Recycled Water Production = 148 GPD/DU
23

24
Water Consumption based on SCWC total use less Construction Water and The Duke GC Nov 06 to

25

26
Oct 07

27
Irrigation Demand based on Landscape Configuration and adherence to GWR-CP-EX-007

IRRIGATION AND LAND USE REQUIREMENTS

9



states E
Recycled Water Use

Recycled Water for Common/HOA Irrigation
Recycled Water for Residential Irrigation

Recycled Water for Residential Toilet Flushing

AC=Ft/yearlDU3
Water Distribution

Residential Recycled Water Use (Toilets)
Residential Recycled Water Use (Irrigation)

Common Area Irrigation Recycled Use (HONSchool etc)
Potable Water Use

Raw Water Make-Up to Recycled Water System
Recycled Water Production

Total Water Required

No Yes Yes Yes
No No Yes Yes
No No No Yes

0.05
Q10 0.10

0.11 0.11 0.11
0.38 0.27 0.16 0.07

0.00 0.00 0.07 0.10
0.17 0.17 0.17 0.17

0.38 0.38 0.38 0.33

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

The  dra ma tic  impa ct of us ing re cycle d wa te r is  s hown on the  following gra ph:

Open space Pima] County planning requirements

Outs ide Res identia l Use for Irriga tion = 39%

1 0
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1

2

3

4

5

6

Some observations on this data are warranted:

1 . Globa l wa te r-S a n ta  Cruz a nd  Globa l Wa te r-P a lo  Ve rde  a re  curre n tly ope ra ting

under the  second condition - tha t is  recycled water is  be ing de livered to common areas .

2 . By bringing re cycle d wa te r to re s ide ntia l use  - a lbe it with a  re quire me nt for ma ke  up

raw water (untrea ted) to supplement re sults  in a  67% saving to the  volumeof potable

wa te r re quire d to  be  de live re d - tha t ha s  s ta gge ring implica tions  for the  cos ts  of

trea tment.

7

8

9

10

11 Q. Please discuss the commercial use of recycled water.

12

13

14

1 5

Comme rcia l re cycling initia tive s  ca n yie ld much gre a te r re ductions  in  pota ble  wa te r

consumption than re s identia l applica tions . The  reason for this  is  tha t commercia l activitie s

a re  primarily focused on was te  transport .-. the re  a re  usua lly not s ignificant potable  wa te r

consumption activitie s  occurring in commercia l (schools , office  buildings  e tc) facilitie s .

1 6

1 7

1 8

1 9

20

21

Typica lly a  comme rcia l fa cility without showe rs  ca n se e  a  re duction in the  orde r of 80 to

90% of the  potable  wa te r consumption when toile ts  and urina ls  a re  supplied with recycled

wate r. Eve n a t our Globa l Wa te r Ce nte r, whe re  we  ha ve  s howe r fa cilitie s  for the  15

ope ra tions  pe rsonne l s ta tioned the re , we  have  seen a  reduction of 72% in potable  wa te r

consumption.

22

Q. Please discuss industrial uses of recycled water?23

24 A.

25

26

27

Ma ny indus tria l proce s s  do not re quire  pota ble  wa te r. For e xa mple , why use  e xpe ns ive

pota ble  wa te r in s te e l-ma king?  Or for cooling wa te r?  Or for proce s s  wa te r?  Re cycle d

wa te r is  a n a ttra ctive  option for ma ny indus tria l a pplica tions  tha t do not re quire  pota ble

water. Again, it s imply makes sense  to use  non-potable  water for non-potable  uses.

A.

1 2



1 Q~ Please discuss recycled water as a perpetual right.

2

3

4

5

6

Employing re cycle d wa te r a s  flus h wa te r a nd for othe r "inte rna l" us e s , a llows  for the

permanent offse t of potable  demand. As  such, it represents  a  pe rpe tua l right of the  utility -

once  cha rge d, a n inte rna l-use  re cycle d wa te r sys te m is  se lf sus ta ining a s  the  production

capacity of recycled wa te r exceeds  the  potentia l demand (only non-potable  demands  may

be replaced).

7

8 In the  case  of residentia l/commercia l uses, wastewater sources include:

9

10

11

Toile ts /Urinads

Hand basins

Drinking founta ins

Kitche n fa cilitie s12

13

14 Q. Pleas e  compare  this  internal us e  of recycled water to external, irriga tion us e .

15

16

17

18

1 9

20

Re cycle d wa te r e mploye d a s  irriga tion s upply re pre s e nts  a  re duction in ove ra ll pota ble

demand, but is  a  s ingle  use  activity. Despite  some  incidenta l recha rge , mos t of this  wa te r

will be  los t to e va po-tra nspira tion (pla nt upta ke  a nd e va pora tion). Howe ve r, the  sa vings

represent in the  order of 81 .9 GPD/DU - or 39% of the  wa te r demand. This  trans la tes  to a

reduction in the  amount of wa te r trea ted, and a  reduction in the  amount of wa te r required

to be  physica lly proven.

21

22 Q- Please discuss the economics of water recycling.

23

24

25

Let me  say from the  onse t tha t wa te r recycling is  not inexpensive . There  a re  la rge  up-front

cos ts  needed to achieve  the  long-te rm bene fits  of wa te r recycling. As  Ms. Lile s  expla ined

in he r dire ct te s timony, the  ICFAs  he lp offs e t the  ca rrying cos ts  of the  re cycle d wa te r

infra s tructure .26

27

A.

A.

A.
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I know tha t the re  be  s ke ptics  who think tha t wa te r re cycling is  too e xpe ns ive  or is  not

economica l. To confront s uch be lie fs , Globa l ha s  pre pa re d a  "White  P a pe r" on the

economics  of wate r recycling. The  White  Paper conta ins  a  de ta iled description of the  costs

of building re cycle d wa te r infra s tructure , including options  for re cycle d wa te r s e rvice  to

re s identia l cus tomers . The  White  Pape r a lso includes  compe lling case  s tudie s  about how

other communities  have  addressed wate r sca rcity problems by turning to recycled wate r. A

copy of the  White  P a pe r is  a tta che d to Mr. HilTs  S upple me nta l Dire ct Te s timony. I

s pons or the  cos t a nd te chnica l a s pe cts  of the  pa pe r, while  Mr. Hill s pons ors  the  ca s e

studies and policy discussion.

c. Surface Water.

Q, Please discuss the next element of the triad, surface water.

Surfa ce  wa te r is  a  re ne wa ble  re source . The  Commiss ion should the re fore  e ncoura ge  its

us e . While  not a n infinite  s ource , a s  a  le g in the  tria d s tool a nd comple me nta ry to the

de ployme nt of re cycle d wa te r, its  va lue  ca nnot be  ove re s tima te d. By e mp lo yin g  a

renewable  resource , the  overa ll impact of deve lopment on the  disappearing groundwater is

diminishe d.
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S a nta  Cruz is  building s urfa ce  wa te r tre a tme nt fa cilitie s  which will tre a t wa te r from the

Ce ntra l Arizona  P roje ct ("CAP ") a nd othe r s urfa ce  wa te r s ource s . We  ca n a ls o ble nd

s urfa ce  wa te r with groundwa te r to re duce  a rs e nic tre a tme nt cos ts  a nd comple xity a nd

thereby increase  the  use  of poor quality water sources by way of blending and consolida ted

tre a tme nt. S o surfa ce  wa te r be come s  a  te rrific a dditiona l source  from which to produce

pota ble  wa te r a nd the re by re ducing groundwa te r pumping. In a ddition, e xce s s  s urfa ce

water can be recharged and recovered later.

A.
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D. Recharge.

Q- Pleas e  dis cus s  the  third e lement of the  triad, recharge.

A. Re cha rge  invo lve s  a dd ing  - o r in  ma ny ca s e s ,  re tu rn ing  - wa te r in to  the  a qu ife r.

Recharged wa te r has  severa l uses . It can be  s tored for la te r use  through recovery we lls . It

ca n be  us e d to  offs e t groundwa te r pumping from othe r we lls . A re cha rge  fa c ility

essentia lly uses  the  aquife r a s  a  giant s torage  tank. While  technica lly cha llenging, the  use

of unde rground s tora ge  a nd re cove ry is  a n e fficie nt me thod of comba ting the  pe re nnia l

problem of seasona lity: tha t is , demand for recycled wa te r exceeds  supply in the  summer

months, converse ly, in winter months, supply exceeds demand.

E Global 's success in implementing the triad of conservation.

Q. Has Global implemented its triad of conservation in Santa Cruz's and Palo Verde's

existing service territories?
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Ye s . We  ha ve  ta ke n a  numbe r of s te ps  for e a ch compone nt of the  tria d. Re ga rding

recycled wa te r, Pa lo Verde  produces  Clas s  A+ recycled wa te r and de live rs  it to integra ted

irriga tion impoundme nts  for us e  in irn 'ga tion of common a re a s , pa rks , me dia ns , golf

courses , s chool fie lds  and s imila r uses  as  described above . These  measures  have  a lready

achieved subs tantia l results . Santa  Cruz has  one  of the  lowes t wate r usages  per cus tomer

(276 GP D/DU or 0.31 a cre -fe e t pe r ye a r) of a ny priva te  wa te r utility in the  s ta te . And we

are  only ge tting s ta rted, a s  we  plan to roll out furthe r us es  for recycled wa te r a s  des cribed

above .

Re ga rding s urfa ce  wa te r, S a nta  Cruz ha s  re ce ive d Approva l to Cons truct for our two

surfa ce  wa te r tre a tme nt fa cilitie s  in the  Ma ricopa  a re a . Howe ve r, while  surfa ce  wa te r is

highly des irable , it is  often difficult and expens ive  to obta in.

A.
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Rega rding recha rge , we  recently rece ived our amended Aquife r P rotection Pe rmit for the

cons truction of re cha rge  we lls  in the  a re a . The  ins ta lla tion of a  s e rie s  of dis tribute d

recha rge  facilitie s  throughout the  se rvice  a rea s  of Globa l's  regula ted utilitie s  will a llow for

the seasonal recharge of excess recycled water. In a ddition, a n a ffilia te d compa ny (We s t

Ma ricopa  Combine ) re ce ntly comple te d  cons truction  of a  ma jor re cha rge  fa cility in

wes te rn Maricopa  County. This  facility is  adjacent to the  CAP cana l and the  Hassayampa

Rive r. We s t Ma ricopa  Combine  ha s  a lre a dy e nte re d into a gre e me nts  with the  Arizona

Wa te r Ba nking Authority to re cha rge  wa te r on the ir be ha lf, a nd is  a ctive ly se e king othe r

customers  for its  se rvices .

Globa l's  a ffilia te s  a re  a t the  fore front of se lf-sus ta ina bility -- re cha rging CAP wa te r in the

west va lley, recycled wate r in the  Maricopa /Casa  Grande  a rea , replacing groundwater with

s urfa ce  wa te r a nd re cycle d wa te r, a nd de ploying re cycle d wa te r to the  wide s t e xte nt

poss ible . It is  the s e  a s pe cts  of true  wa te r re s ource  ma na ge me nt which will ma inta in

Arizona  a t the  fore  of the  de ve lopme nt cycle  a nd s us ta ina bility - two goa ls  s o ofte n a t

odds.

Q- Do you have any final comments about Global's plan to implement its triad of

conservation for Santa Cruz and Palo Verde?
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A. Globa l, Santa  Cruz and Pa lo Verde  a re  a t the  fore front of wa te r conse rva tion activitie s  in

Arizona . We  a re  active ly encouraging the  highes t and bes t use  for a ll wa te r source s  and

demonstra ting a  commitment to reducing the  use  of scarce  groundwater. Recycled water is

a t the  fulcrum of Globa l's  pla n for wa te r cons e rva tion. S a nta  Cruz a nd P a lo Ve rde  will

continue  to de ve lop a nd e nha nce  a  ne twork of fa cilitie s  to ma xima lly e mploy re cycle d

wa te r for irriga tion and explore  additiona l use s . Santa  Cruz will a lso, when fea s ible , trea t

and use  surface  wa te r to supplement groundwate r for potable  sources  to ensure  re liability

1 6



1

2

3

of the  wa te r supply a nd pre se rving groundwa te r a nd the  a quife r for future  ge ne ra tions .

S urfa ce  wa te r tre a tme nt fa cilitie s  a re  pla nne d for the  S outh Ea s t S e rvice  Are a . Fina lly,

re cha rging re cycle d wa te r is  a  ke y compone nt of the  tria d a nd we  will de ve lop re cha rge

facilitie s  for this  a rea .4

5

6 III. Pinal Countv policy on water resource management.

Q~ Does Pinal County have a position regarding water sustainability and conservation?

7

8

9

10

A.

1 1

1 2

13

1 4

1 5

Ye s . The  P ina l County Wa te r Re s ource s  Compre he ns ive  P la n is  a  policy ins trume nt

designed to ensure  water scarcity is  managed properly and does not become a  cris is . The

Growing Sma rte r P lus  Act re quire s  tha t Pe na l County (a nd e a ch municipa lity) include  a

water resources section in its  Comprehensive  Plan. The Water Resources section provides

a n inve ntory of curre ntly a va ila ble  wa te r supplie s  a nd a n a na lys is  of how future  growth

will be  a de qua te ly s e rve d with the s e  wa te r s upplie s . As  a  re s ult, P ina l County ha s

adopted the  following policie s :

1 6

1 7

1 8

1 9

20

2 1

22

23

24

OBJECTIVE W1: P romote  use  of renewable  wa te r supplie s  such a s  e ffluent, surface  wa te r

and CAP water whenever feasible  for a ll exis ting and future  development.

Policy Wl.l Encourage  compliance  with Arizona  Depa rtment of Wate r Resources

programs, rules  and regula tions for new developments .

Policy Wl.2 Encoura ge  use  of re ne wa ble  re source s  for a ll wa te r use s , including

municipa l, indus tria l and agricultura l.

Policy W1 .3 Encourage  water providers  to become designated by ADWR.

wa te r tre a tme nt fa cilitie s  for wa te r

25

26

27

P olicy W1.4 Encoura ge  cons truction of

providers  to utilize  renewable  wate r supplies .

P o licy W1.5  Encoura ge  cons truction  of wa s te wa te r tre a tme nt fa cilitie s  to

sufficient s tandards to maximize  potentia l reuse  of trea ted effluent.

1 7



1

2

3

4

5

6

P olicy Wl.6 Encoura ge  complia nce  with Arizona  De pa rtme nt of Environme nta l

Quality for reuse  of trea ted e ffluent.

P olicy Wl.7  Encoura ge  the  us e  of gra y wa te r for priva te  re s ide ntia l us e  a s

specified by ADEQ.

with the  e mpha s is  on re ne wa ble  s upplie s  a nd re cycle d wa te r, a  wa te r-only bus ine s s

mode l is  in direct oppos ition to P ina l County public policy.

7

8 Iv. Re g io n a l P la n n in g .

9

Q- Why does regional planning make sense when implementing water conservation10

11 measures?

12

13

14

15

16

17

18

To  im p le m e n t c ons e rva tion  m e a s u re s  e ffic ie n tly a nd  e ffe c tive ly,  re g iona l p la nn ing  is

e s s e ntia l.  Building the  wa te r re c la m a tion fa c ilitie s  a nd s urfa ce  wa te r tre a tm e nt fa c ilitie s

re quire s  a  lot of up-front ca pita l cos ts .  It is  not cos t-e ffe c tive  to build the s e  fa c ilitie s  on a

de ve 1opme nt-by-de ve lopme nt ba s is  or to a tte mpt to e nforce  wa te r re cycling policy through

a n a d  hoc  de ploym e nt of fa c ilitie s . S m a ll s ca le  s ys te m s  a re  s im ply unde rca pita lize d to

a chie ve  the  ne ce s s a ry dis tribution ne twork. Re giona l pla nning a llows  Globa l,  S a nta  Cruz

a nd P a lo Ve rde  to pla n for conse rva tion while  a ccommoda ting iiuture  growth.

19

20 Q. Will regiona l p lanning for fac ilitie s  a ls o  provide  additiona l bene fits  like  economies  of

scale?2 1

22

23

24

25

26

27

A.

A. Ye s . P la nning for fa cilitie s  on a  re gion-wide  ba s is , ve rs us  a  de ve lopme nt-to-de ve lopme nt

ba s is  will a llow S a nta  Cruz a nd P a lo Ve rde  to coordina te  the  tim ing of cons tructing the s e

fa cilitie s , a s  de ve lopme nt fills  in throughout a  ce rta in a re a . The re fore , the  cos ts  a re  sha re d

by m ultiple  de ve lopm e nts  for the s e  re giona l fa c ilitie s .  S ince  the  cos ts  a re  s pre a d a cros s

m ultip le  de ve lopm e nts  a nd  be c a us e  the  fa c ilitie s  the m s e lve s  a re  m ore  e ffic ie n t whe n

de s igne d a s  pM of a  re giona l pla n, e conomie s  of s ca le  ca n be  a chie ve d. Re giona l pla nning



1 a ls o  provide s  the  fo llowing  a dditiona l be ne fits  to  wa te r tre a tme nt a nd  production ,

dis tribution and collection, and wastewater trea tment:2

3

4

•

5

6

7

8

9

•

Sa nta  Cruz ca n tice  a dva nta ge  of ce ntra lize d tre a tme nt a nd dis tribution fa cilitie s ,

while  minimizing the  ne e d for ra w wa te r piping. This  include s  clus te ring we lls

a round tre a tme nt fa cilitie s . Re giona l p la nning  a llows  S a nta  Cruz to  ide ntify

loca tions where  centra lized trea tment can provide  the  most advantage  to customers

within its  se rvice  te rritory.

Santa  Cruz can deploy water trea tment infrastructure  in a  phased approach to meet

de ma nd. S urfa ce  wa te r tre a tme nt fa cilitie s  ca n a ls o be  de ploye d in  a  s imila r

10

11

12

•

1 3

1 4

1 5

1 6

1 7

•

18

19

20

21 •

22

23

24

25

26

•

27

manner.

The  cos t diffe re nce  be twe e n ins ta lling s a y a  16" ma in ve rs us  a  6" ma in re a lly is

ins ignificant when cons ide ring ma te rie l a lone . By enforcing a  regiona l plan whe re

a ll deve lopment is  conside red, substantia l savings  a re  made  in the  requirement for

re trofitting or duplica ting e xis ting pipe line  infra s tructure . For ins ta nce , Pa lo Ve rde

ins ta lls  s e we r ma ins  in the  orde r of 48" in dia me te r - cle a rly la rge r tha n re quire d

for a ny s ingle  de ve lopme nt. Bu t by do ing  s o , P a lo  Ve rde  ca n  e ns ure  tha t

wa s te wa te r flows  by gra vity to Re giona l Wa te r Re cla ma tion Fa cilitie s  re ducing

deployment and operating costs.

P a lo  Ve rde  ca n  ins ta ll re cycle d  wa te r line s  a nd s e we r line s  a long the  s a me

alignments to save construction costs.

Re giona l pla nning ma ximize s  the  gra vity pote ntia l for wa s te wa te r colle ctions

systems .- la rger pipes a t deeper depth will e limina te  or a t least substantia lly reduce

the  numbe r of lift s ta tions  s ca tte re d throughout the  s e rvice  a re a . This  s a ve s  on

power costs , equipment costs , odor control costs  and labor.

Re giona l p la nning a ls o  e limina te s  the  NIMBY (not in  my ba ckya rd) proble m

a s s ocia te d with the  s iring of wa te r re cla ma tion fa cilitie s . By de fining whe re  a nd

whe n tre a tme nt fa cilitie s  a re  loca te d, s e tba cks  ca n be  a s sure d, a nd a ppropria te

1 9



1

2

3 •

4

5

6

7

8

9 •

10

11

12 •

13

14

de ve lopme nt pla ns  ma de  to  re duce  dire c t a butme nt of tre a tme nt fa c ilitie s  to

res identia l areas .

Pa lo Verde  can des ign and cons truct wa te r reclama tion facilitie s  to produce  Cla s s

A+ recycled water tha t can then be  reused for s evera l purposes . Inefficient package

pla nts  ca nnot tre a t wa s te wa te r to produce  this  qua lity of re cycle d wa te r a s  cos t-

e ffe c tive ly, le t a lone  producing this  qua lity of re cyc le d wa te r. Like  with wa te r

tre a tme nt fa cilitie s , the s e  wa te r re cycling fa cilitie s  ca n be  loca te d to provide  the

maximum benefit to the  entire  a rea  as  growth continues  to occur.

Regiona l planning a ls o na tura lly leads  to s tandardiza tion - of trea tment s ys tems , of

e quipme nt, of tra ining, of e xpe rtis e . All of the s e  ha ve  a  d ire c t impa c t on the

e fficient ope ra tions  of the  utility.

Wate r, was tewate r and recycled wa te r recycled wa te r lines  can be  ins ta lled be fore

roa ds  a re  pa ve d. This  is  a n importa nt re a s on why wa te r re cycling be come s  mus t

more  difficult if recycling infra s tructure  is  not built a t the  ons e t.

15

16 Q. How does regional planning relate to ICFAs?

17

18

19

20

21

A.

22

ICFAs  e nha nce  our a bility to do re giona l pla nning. Unde r the  tra ditiona l ma in e xte ns ion

a gre e me nt s ys te m, de ve lope rs  a re  not willing to pa y for off-s ite  fa c ilitie s  tha t do not

dire ctly s e rve  the ir de ve lopme nt. Be ca us e  ICFAs  do not involve  pa ying for fa cilitie s , this

problem is  s olved. And prepa ring regiona l plans  for an a rea  is  typica lly done  a t the  s ame

time  ICFAs  for a  re gion a re  pre pa re d. In s hort, ICFAs  a llow us  to work with de ve lope rs ,

a nd a void fights  ove r who will pa y for which fa cility. We  continue  to us e  tra ditiona l ma in

extens ion agreements  to pay for on-s ite  facilities .23

24

25

26

2 7

20



1 Q. What other benefits  do you s ee  from ICFAs ?

2 A.

3

4

In my opinion, ICFAs shie ld the  cus tomers  of the  regula ted entitie s  from subs tantia l risk

both fina ncia l risk a nd infra s tructure  risk. We  ha ve  a lre a dy discusse d the  impa ct sca rcity

is  having on the  cost of wa te r rights .

5

6

7

8

9

From a n infra s tructure  s ta ndpoint, by re moving the  de ve lope r-ce ntric thinking from the

infras tructure  decis ion process , we  can ensure  tha t the  infras tructure  is  s ized appropria te ly

for the  re gion, a nd e ns ure  tha t the  ma ximum us e  of re cycle d wa te r is  a chie ve d. The

consumer a lso benefits  from the  economies  of sca le  tha t regiona l planning a ffords  - and it

is  the  ICFAs tha t a llow this  to occur.1 0

11

1 2 Q- How does  regional planning re la te  to Pos ?

13

14

15

1 6

Unde r the  P os , we  work close ly with the  citie s  in our re giona l pla nting. The  P os  re quire

Globa l to prepa re  an annua l "plan for growth" for each city. In addition, unde r the  Pos  we

me e t re gula rly with city officia ls  to dis cus s  growth a nd pla nning is s ue s . And unde r the

Pos, we  share  da ta , such as  GIS and SCADA information, with the  cities .

1 7

1 8 v. Efiic ie nc v.

1 9

20 Q~ Do you believe Palo Verde will achieve economies of scale for wastewater service?

21 A.

22

23

24

25

26

27

Ye s  I do. Building wa te r re cla ma tion fa cilitie s  re quire s  a  lot of up-front ca pita l cos ts . But

by pla nning a nd de ploying the se  type s  of fa cilitie s  on a  re giona l ba s is , cos ts  a re  sha re d

with multiple  deve lopments  for these  facilitie s . Even more  importantly, optimum trea tment

pla nt s ize s  a nd configura tions  ca n be  de ploye d. This  include s  s a vings  on de s ign cos ts ,

equipment procurement, construction, spares , opera tions tra ining, power costs , opera tions,

chemica ls  e tc. In addition to wa te r reclama tion facilitie s , la rge r sewer transmiss ion ma ins

can be  ins ta lled to incorpora te  a ll of the  planned deve lopments  within an area. This  avoids

A.

2 1



1

2

3

the  ne e d to duplica te  or re trofit e xis ting pipe line  infra s tructure  - a nd is  a  ke y wa y to

substantia lly save  costs  over the  long-term. We can a lso take  advantage  of gravity for these

wastewate r collection systems and minimize  the  need for lift s ta tions .

4

5 Q.

6

Do you agree with Mr. Garfield that operational staff for water and wastewater

should be separate? (Garfield Direct at 6).

7

8

9

10

11

1 2

1 3

1 4

1 5

1 6

No . I do not a gre e  with Mr. Ga rfie ld 's  a s s e rtion tha t ope ra tions  s ta ff ca nnot provide

e conomie s  of s ca le  in a n inte gra te d utility a nd tha t s ta ff a re  typica lly a s s igne d s ingula r

role s  in one  orga niza tion or the  othe r. At the  lowe s t to  the  highe s t le ve ls , the re  a re

economies  to be  won. Our ope ra tions  s ta ff can support both sys tems s imultaneous ly from

the  pe rspective  of: on-ca ll se rvices , blue -s take  se rvices , ma intenance  se rvices , inspection

s e rvice s , e ngine e ring s e rvice s , proje ct ma na ge me nt s e rvice s , complia nce  s e rvice s ,

cus tomer se rvice  activitie s , a ccounting se rvice s , management se rvice s . This  lis t goes  on.

While  it ma y be  true  tha t a t a  s ingle  point in time  one  ope ra tor ma y be  ta ske d dire ctly to

one  s pe cific utility, this  limite d vie w of wha t utility ope ra tions  is  be lie s  the  s ignifica nt

opportun itie s  fo r e conomie s  a nd  e ffic ie ncie s  to  be  re a lize d  from in te gra te d  u tility

1 7 management.

1 8

1 9 Q. Does this conclude your Supplemental Direct Testimony?

20 Yes.

2 1

22

23

24

25

26

27

A.

A.

22
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you might want to put aside your bottled water as you Tisten to this next
interview. It's a11 about water, including why bottled water is not
environmentally correct. My guest is peter Gieick. He's an expert on
sustainable water use, the impact of climate change on water and conflicts over
water resources. He edits the biennial report "The world's water," is a former
MacArthur fellow and is the founder and president of the think tank The pacific
Institute, which is based in Oakland.

sHow: F resh A i r

DATE: November 27, 2007

TERRY GROSS, host :

This i s FRESH AIR.  I 'm  Terry  Gross

He says it's time to re-think how we use and conserve water. I asked G1 eick
about the areas wlth the worst water shortages now in the us.

Mr. PETER GLEICK: we11, we've traditionally thought that the western united
S t a t es i s  t he  p l ace  where  ou r  wa t e r  sho r t ages a re  t he  wors t .  A f t e r  you  ge t  west
o f  t h e  M i ss i ss i p p i  R i v e r ,  t h e  u s  s t a r t s  t o  d r y  o u t .  A n d  we  r e a l l y  se e ,  a n d  h a v e
se e n  f o r  a  c e n t u r y ,  sc a r c i t y  o f  wa t e r  c o n f l i c t  o v e r  T i m i t e d  wa t e r  r e so u r c e s .  I
m ean,  t he  ent i re  southwest ,  f o r  ex am pl e ,  i s  pre t t y  m uch dependant  on one b i g
r i v e r ,  t h a t ' s  t h e  c o i o r a d o  R i v e r ,  a n d  i t ' s  n o t  a l l  t h a t  b i g .  A n d  s o  t h e r e ' s
b e e n  c o n f l i c t  o v e r  wa t e r  a v a i l a b i l i t y  a n d  wa t e r  sc a r c i t y  i n  t h e west f or many,
m any  y ea r s .  we  hav e  a  l ong  h i s t o r y  o f  i t  he r e .

anti re southeast right now is m a very, very severe drought
.  The

At1 anta `ls water
But increasingly, we're finding that we have water problems e1 sewhere.

short. There's a fight between Georgia and Alabama and Florida over water. We
see contamination prob1 ems throughout the northeast. I think water is
just--1t's a resource that we can no longer take for granted anywhere.
think that's going to be one of the new challenges in the coming decades.

GROSS: Do you think global warming is affecting water supply?

And I

Mr .  G LE I CK:  oh ,  yes,  abso l u t e l y .  T he  ev i dence ,  f i r s t  o f  a11  t ha t  c l i m a t e  change
i s a  rea l  prob1 em ,  and second o f  a11 that  i t ' s  a  rea l  prob1 em  because o f  t h i ngs
t h a t  h u m a n s  a r e  d o i n g ,  a n d  t h i r d  o f  a 1 1  t h a t  i t ' s  a l r e a d y  h a p  e n i n  ,  i s
i ncreasingl y  com pel l i ng.  we j ust  see m ore and m ore ev idence that  c? im ate change
i s  a  r ea l  p rob l em  and  t ha t  i t ' s  go i ng  t o  ge t  m uch ,  m uch  worse .  And  we  see  a  l o t
o f  e v i d e n c e  t h a t ,  i n  f a c t ,  o n e  o the worst  im pacts o f  c l im ate change wi11 be
i m p a c t s  o n  o u r  wa t e r  su p p l y ,  wa t e r  a v a i l a b i l i t y ,  wa t e r  q u a l i t y ,  wa t e r
temperature, water t i m i n g  a n d  d i s t r i b u t i o n ,  t h e  f r e q u e n c y  a n d  i n t e n s i t y  o f
d rought s and  f l oods.  A11  o f  t hose  t h i ngs a re  connec t ed  t o  c l i m at e .

GROSS: so you see more drought and more f1 ood'ing?

Mr. GLEICK: yes, ironical. c1 imate change could have, I guess, caused a
bet ter  wor ld.  I t  couW d'v e m ade the dr i er  p1 aces becom e wet ter  and the wet ter
p1 aces becom e a W i t t i e  b i t  dr i er  and cold p1 aces warm er ,  but ,  unf or tunate l y ,
the more we team about  cHoate change and the more we Tearn about  what  the
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impacts of climate change are going to be, the more bad news we get. It seems
as though the drier p1 aces are going to get drier, just because of the way the
world's climate system delivers water. It doesn't deliver water particularly
well to dry places. And as the climate changes, that may be worsened. And at
the same time, of course, we worry terribly about floods, a tremendous amount
of water in a short period of time. And it seems as though the climate cycle is
going to intensify. That is, we're going to get more rain where we a1 ready get
a lot of rain, and it may be condensed into a shorter period of time. So we
may, unfortunately, get both: more droughts and more floods. It's sort of the
worst of a11 possible worlds.

GROSS: Hey, thanks for the good news.

now, one of your major points is that we have to stop thinking about water in
the way that we thought about ft in the 20th century. The emphas1 s in the 20th
century was on what?

Mr. GLEICK: well, in the 20th century, we built--especiaiiy in the United
states, but this is true wor1dwide--we built a tremendous amount of physical
infrastructure. we built dams to capture water in the wet season so we could
use it in the dry season. we built reservoirs and aqueducts so that we could
move water from where we get it to where we want it, from wet p1 aces to dry
places. And that infrastructure, that hard path, as I've described it, brought
enormous advantages to us, enormous benefits to us. It was a wonderful thing.
we eliminated water-reiated diseases in this country, pretty much. we used to
suffer terribly in the United states from cholera and dysentery and typhoid and
at] of those diseases that we associated with Tack of safe drinking water. And
mostly those completely disappeared in the early part of the 19th century and
the 1 ater part of the 19th century when we built that infrastructure.

But the 0 portunities to build new dams and new reservoirs is pretty much gone.
we've butt on the good dam sites and, unfortunately, some of the bad dam sites
as we11, and we're going to have to re-think the way we use the existing
resources we have. There may be places to build new infrastructure, but I
actually think the 21st century is going to be, in the United states
especial Ly, a century of water management and smart use and re-thinking
allocations of water from one user to another and figuring out how to use the
infrastructure we built better.

GROSS: one of the more surprising things I 1 earned in reading about you is
that, although we're having a water crisis in parts of the United states, we
actually use less water per person and 1 ess water in total than we did 25 years
ago. I find that kind of shocking.

Mr. GLEICK: It's shocking, perhaps not just to you, but interestingly enough,
to many people who work in the water area. The fundamental assumption that we
train our engineers and we train our hydrologists and we train our water
managers to assume is that, as population grows and our economy grows, the
demand for water must inexorably a1 so grow. And in the past, that's been pretty

our economy grew, the demand or withdrawals of
water as we11 exponentially, up until, interestingly enough, around the

, . a art.
today in the United states, we actually use Tess water for everyt ing--for
drinking, for cleaning, for flushing our toilets, for irrigation, for cooling
our power plants--than we used to years ago. And per person, we use a lot 1 ess
water than we used 20 years ago. we broke that link.

much true. As our popu1 ations,
?I"€W

mid- ate-1970s, early 1980s And then those two curves spot And

And even today, most water planners don't know that, and they continue to
assume--and this is part of this 20th century mentality that I think has to
change. They continue to assume that a hea1 thy economy and a growing population
means we have to tap more and more into our, frankly, Wimited water resource.

GROSS: what accounts for the fact that we're using 1 ess water per person than
page 2
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we used to?

our waste water, and we dumped them into our rivers and streams without really
That was a time when we passed our first

. we passed the c1 ean water Act and we passed the
safe Drinking water Act. And one piece of that required industry to, for the
first time, not dump untreated waste water into our rivers and streams. And it
turns out that one of the best ways to cut down on waste water is to simply use
less water in the first place. Rather than produce a lot of waste water and
treat it, which is very expensive, if you can figure out how to produce less
waste water, then you save money and you meet these federal standards that are
very important to us.

Mr. GLEICK: In the 19805, we had an energy crisis-~actua1Ty, in the late '70s.
we had a series of energy crises, and we a1 so had a series of environmental
crises. I don't know if you recall, but the cuyahoga River caught fire in the
Tate 19605, Lake Erie was dying, water po11 ution was horrible in the united
states because we had no controls whatsoever on the kinds of things we'd put in

consideration for the environment.
national environmental 1 aws

the 1980s, the steel

only three or four tons of water to make a ton of steel

That was the first reason that industry started to Took at ways to save water,
to use water more effectively. And 1 et me Ive you, actually, a good example.
In the 19305 in the us, it took 200 tons 03 water to make a ton of steel. By

industry had gotten that down to about 20 tons of water to
make a ton of steel, partly because they were trying to figure out how to meet
these waste water rules. Today the most efficient steel plants in the world use

. That's a 98, 99
percent reduction in the water requirement to make steel, and that's part of
what's going on in this trend toward water use efficiency. we're
smarter at doing what we want to do and figuring out how to do it with
water.

Qett n§less

GROSS: Do you feel Tike individua1 s are getting smarter, too. in using water in
the1 r homes and off1 ces?

Mr. GLEICK: I do. If you think about how we use water in our homes, it turns
out the Targest single user of water in our homes is our toilets, and before
1994, a1 most at] the toilets sold in the United states used six gallons every
time we flushed them. And more than a decade ago, in 1994, the federal
government changed the standard to 1.6 gallons per f1 ush. And that's a 75
percent reduction just in the amount of water to flush toi 1ets.

But we've a1 so improved our showerheads. our front-Toading wash in machines are
much more water efficient than they used to be, than the old top-?oading
wash in machines. Basically, a11 of the forms of appliances that use water are
more e ficient today than they used to be. And heaven knows there's still
p i n t of horrible, inefficient toilets and washing machines and showerheads

t ere.
But we're becoming more

out ..And that's actually a good thing in that it offers us some
opportumt1 es to Improve our eff1 c1ency even more.
eff1 c1 ant. we're do1 ng what we want wlth 1 ess water.

GROSS: If we've cut back on water per person, why are we experiencing a
shortage of water? why is it more of a prob1 em than it was...

Mr. GLEICK 1 we1 t there...

GROSS: ...say 25 years ago?

Mr. GLEICK: There are a couple of reasons for that. one is, nature gives us
water in different times and different places in different amounts, and the
southeastern United states is in a very severe drought right now, as is the
southwestern United states. so there are times when nature just doesn't give us
very much. So I would say our concerns about water scarcity are a combination
of natural variability, a combination of the fact that climate change is
increasingly putting pressure on our water in water-scarce areas, and on the
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drip in. you

recycle abs e , al though rarely

include the Hoer of water that's in the bottle, it
to four hers of water to make a her of bott1 ed water.

GROSS: How much oil does it take?

Mr. GLEICK: welll, we actually estimated this. not including the energy to cool
the bott1 e in the store or to move the bott1 e from the bottling plant to where
it's sold, just the

071127
fact that our Bopu1 ations have grown in p1 aces where water is very short. And
so the tittle it of s1 ack that we might have had in dry areas, Tike the
southwest, is gone. we've overaiiocated the rivers that are there. we've given
away more water than nature is going, in the Tong run, to reliably provide for
us.

GROSS: now, a Tot of Te are drinking bottled water. There's the
jugs, and then there's little bottles that people wa1 k around
don't really like the idea of bott1 ed water. what's the problem with it?

Mr. GLEICK: we11, I don't reatly like the idea of bott1 ed water. I 1 ove the
idea that, in the United States, we can get high quality potab1 e water from our
taps for incredibly Tow cost. That fact is the reason why we don't have
water-reiated diseases in the United states, which are so rampant still in much
of the rest of the world. we invested, 100 years ago, in our municipal water
systems. And we invested in high quality tap water. And I worry about bott1 ed
water and the perception that our tap water isn't good, a perception that is
unfortunately often encouraged by advertising for bott1 ed water. I worry about
the energy cost of bottling water. I worry about the plastics involved in
bottling water.

I understand completely that bott1 ed water is very convenient. There are times
when I wi11 admit to buying bottled water when I have no other choice,
something my friends are probably going to be horrified to hear. But it's a
luxury, and it's a luxury we don't Rea Ty need for the most part. I'm not
saying we shouldn't have bott1 ed water, but I really do believe people ought to
understand what, first of a11, high uality tap water's available to them, and
second of a11, what the true costs 0? bott1 ed water are.

GROSS: We11, let's ta1 k about those true costs. Am I right in saying it takes
three Titers of water to produce one 1 iter of bottled water?

Mr. GLEICK: We11, interesting Ly, it takes three liters of water to produce the
p1 astic bottle that holds a ?item of bottled water.

GRoss: oh, I see.

Mr. GLEICK: Bottled water, of course, mostly comes in mastic in the United
States, pT plastic, which is recycled. And it
takes a 1 ot of energy, and it takes a 1 ot of water to make the plastic itself.
so probably, if g°u
probabiy takes t Ree

ever y involved in making the plastic and in actually
bottling the water itsei , we estimated was the equivalent of about 17 million
barre1 s of of] a year in the United states for the eight biiiion gallons of
bott1 ed water that we drink every year.

Mr. GLEICK: yeah, that's a great point and an important idea. Again, in the
20th century we built this water system and it brings incredibly high quality
potable water to our homes, and we use it to drink and to f1 ush our toilets and
to water our Tawns. It's a crazy use of a wonderful resource. And so one of the
things that people are thinking about in the coming years is ways of using
nonpotabie water for nonpotabie purposes.

GROSS: you've pointed out that we don't need potab1 e water to f1 ush toi 1ets or
to water 1 awns. so what k1 nd of alternatlves do you see? How would we be ab1 e
to use nondr1 nkab1e water for th1 ngs 11ke water1 ng 1 awns or f1 ushtng tollets?
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In new homes, for example, increasingly we're seeing homes that are what are
called dua1-p1umbed. They have two sets of pipes. one brings high quality
potable water to our faucets, and the other brings fairly high quality but not
necessarily potable water, sometimes treated waste water, to f1 ush our toilets
and to use on our lawns, where we don't need
do in homes that are a1 ready plumbed, but not as expensive to do in new
developments where we have access to two different sources of water.

. _potable water. It's expensive to
it s

we're going to see more and more of that. we're going to see more and more use
of treated waste water on golly courses, *For industrial uses that don't require
potable drinking water. I think figuring out how to match the quality of the
water that we have with the quality of water and the different uses that we
need is part of this new thinking for the 21st century.

GROSS: what do you think about desalinization, taking seawater, using a process
that gets the salt out of it so wt can be dr1 nkab`|e and used for other
purposes?

Mr. GLEICK: It's ironic that we live on a planet that seems to be covered in
water to be talking about water problems. And 98 percent of the water on the
planet is salt water. It's the salt water in the oceans. And for centuries,
we've looked at that water and we've thought, `
to make that salt water fresh, then our problems would be solved. ' And the
truth is, we know how to make that salt water fresh water. It's called
desalination or desalinization or De-saiting. There are many technologies
that've been used for decades now to make fresh water out of sa1 t water.

If only we could figure out how

But the challenge is still that it's very, very expensive. It takes a 1 ot of
energy to strip salt ions out of salt water, and the energy costs alone make
the price of desalinated water wa beyond anything farmers would be able to
afford, for example. so I think fiat we're going to see more and more
desalination. I think we're already seeing it expanding fairly rapidly in
p1 aces that don't have any alternative and have a Wot of energy , like the
persia Gulf, for examp1 e. But in the United states, we still have Tess costly
alternatives. It's 1 ess costly to use water that we a1 ready pay for more
efficiently, it's 1 ess costly to figure out how to use water more effectively
in agriculture and send some of that water to the cities.

we are seeing a Tittle bit of desalination; there's a new plant in Florida, in
Tampa Bay. There are proposals for plants in caiifornia for very high-va1ued
municipal uses. So I do think we wi11 see desalination in the United States,
but I think it wi11 be a re1 ative1y small part of the solution for some time to
come.

GROSS: you've consulted to a Tot of cities, and you did an analysis of Las
yeas'
a at
and everything, but I'm wondering if you think that places Tike Las Vegas
should exist in the first place, if you think there should be booming cities in
places that are hard to sustain in terms of water because they're in a desert.

water prob1 em. Las Vegas is a desert town with a booming population and
of water problems. I'm wonder1 ng, you know, you made your recommendat1 ons

Mr. GLEICK: well, I'm afraid...

GROSS: not that they asked you, and it's a Httle too Tate, but..

we've
Mr. GLEICK: yeah. If they had asked me, I might have made a recommendation in
that regard, but it's too Tate. we have built our cities in the desert.
assumed that we could do whatever we want and we'11 find the water. we'11 move
the water there. This is the way Las Vegas was developed. It was the way Los
Angeles was developed, phoenix, Tucson. we built cities in the desert. I don't

, but they do. And in the
Build it, and we'11 figure out a way to get the

And that worked to some degree in the 20th century, but it's not
page 5
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ring to work in the 21st century. There isn't any more water. we're at the
1 m1ts of our resources here, and we're not go1 ng to go to Canada or A1 aska

we're
It's too far and too expensive

not going to desalinate seawater infimtely and move it to Las Vegas

And so the idea that we can grow without thinking about the resources that're
available for that growth is an old idea, and it s not going to work any
longer. It's time that we integrated the concept of growth and concerns about
growth with decisions about water and, frankly, energy and a11 of the other
resources that we use. we can't grow infinitely without running up against
limits. And in places Tike Las Vegas, those limits are pretty apparent a1 ready

GROSS: web, peter G1 eick, thank you so much for talking with us

Mr. GLEICK: Thank you for having me, Terry

GROSS: peter Gigi ck is the president of the pacific Institute in oakiand and
edits the bienmai report "The world's water

TERRY GROSS. host

In "The savages,

Jon `leaves his home in Buffa1 o, new York, and they meet in Sun city

'use
to a nursing meme in Buffa1 o

how to care for a father who didn't do a very good job

This is FRESH AIR. I'm Terry Gross

The new movie "The savages" is about an experience a 1 ot of people go through
uprooting their own Tives to take care of elderly, sick parents. My guest
Tamara Jenkins, wrote and directed the f11m. she also made "S1 ums of Beverly
Hills." " Laura Linney and phillp Seymour Hoffman star as Wendy
and Jon savage, siblings who have use found out their estranged.father has
dementia and needs care. so Wendy eaves her cramped Greenwich v111age
apartment, . .
.AF1 ZOHa, where their father has 1 ived in a retirement community. He'd.been
Tiving with his girlfriend, who paid for their home, but she's died and
1 eft him nothing. Wendy and Jon take their father
and.try to figure out
taking care o them

Let's hear a scene from the movie. Wendy thinks the.Buffa1o nursing home
they've put their father in is run down and depressing. At her insistence, they
take their father to a more upscale nursing home to `app1y for admission. During
the screening process, Wendy makes it seem as if her father is mentally more
with it than he really is. Right after that, Wendy and Jon are outside arguing

(Soundbite of "The savages")

Mr. PHILIP SEYMOUR HOFFMAN: (As Jon savage) what'd you say to them?

. LAURA LINNEY: (As Wendy savage) I said he was pretty good except he goes in
and out every once in a while

Mr. HOFFMAN: (As Jon Savage) "In and out"? Wendy, the man's got dementia

Ms

Ms. LINNEY: (As Wendy savage) I--I--I know, but they only had beds for peop1 e
who are more independent. I thought if we could just get him in there

Mr. HOFFMAN: (As Jon Savage) now, why are you wasting our time on fantasies?

ms. LINNEY: (As Wendy savage) she said she would put him on one of the waiting
`lists! I mean, she--Jesus! I'm just doing it for dad

Mr. HOFFMAN: (As Jon savage) Dad's not the one that has a problem w'ith the
vaNes VI aw!
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RESOLUTION no. 07-842

A RESOLUTION OF THE MAYOR AND COMMON
COUNCIL OF THE TOWN OF CHINO VALLEY, YAVAPAI
COUNTY, ARIZONA, APPROVING A WATER
RESOURCES AGREEMENT AND LEASE OF
HISTORICALLY IRRIGATED ACRES WITH CHINO
GRANDE, LLC, AND ENACTING SAID RESOLUTION AS
AN EMERGENCY MEASURE TO ENSURE PROTECTION
OF THE HEALTH, WELFARE, AND SAFETY OF THE
CITIZENS OF CHINO VALLEY.

WHEREAS, the Town of Chino Valley has previously authorized the Town's staff
and attorneys to investigate: (i) the availabil ity of  water rights associated with
"historically irrigated acres" ("HlA") (as that term is defined in A.R.S. §45-555) in the Big
Chino Groundwater Sub-basin, and (ii) the means by which such water rights may be
transported into the Prescott Active Management Area ("AMA") to ensure the long-term
health, welfare, and safety of the citizens of Chino Valley, and

WHEREAS, Chino Grande, LLC ("Chino Grande"), owner of the Chino Grande
Ranch located in the Big Chino Groundwater Sub-basin, owns at least 740, and
possibly 1,000 or more, acres of HlA lands, and

WHEREAS, Chino Grande has offered to lease, and subsequently transfer in fee
title, all of its HlA lands to the Town and to secure private financing to construct the
infrastructure necessary to withdraw and transport groundwater associated with those
HlA lands into the Prescott AMA for the use and benefit of the citizens of Chino Valley
(the "Water Transportation System"),

Chino Grande has made this offer for a limited period of time,
thereby requiring immediate action by the Town Council, and

WHEREAS,

WHEREAS, the Town Council has determined that it is in the best interests of
the citizens of Chino Valley to: (i) lease and subsequently acquire in fee title the HIA
lands currently owned by Chino Grande in order to secure a water supply for the Town,
and (ii) arrange for construction of the Water Transportation System by means of private
financing to protect the fiscal resources of the Town, and

WHEREAS, the form of the Agreement negotiated by Town staff and Chino
Grande is attached hereto as Attachment A (the "Agreement"), and

WHEREAS, the Town Council's consideration of the Agreement was properly
published in the Town Council's notice of public meeting and agenda for its public
meeting scheduled for May 10, 2007, and

/
J

Resolution No.07-842 May 10, 2007 Page 1
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WATER RESOURCES AGREEMENT
AND LEASE OF HISTORICALLY IRRIGATED ACRES

THIS  WATER RES OURCES  AGREEMENT AND LEAS E QF HIS TORICALLY

IRRIGATED ACRES (this  "Agreement") is  ente red into a s  of May , 2007, by and between

the  Town of Chino Va lle y, a  politica l s ubdivis ion of the  S ta te  of Arizona  (the  "Town"), a nd

Chino Gra nde , LLC ("Chino Gra nde "), a  Mis souri limite d lia bility compa ny a uthorize d to do

business in Arizona . Collective ly, the  Town and Chino Grande are  sometimes referred to in this

Agreement as the "Parties" and each is referred to as a "Party."

RE CITALS

The Town is  a  municipal water provider serving potable  water for municipal use .

* Chino Gra nde  e s tima te s  tha t it owns  a pproxima te ly 1,000 a cre s  of "His torica lly

within  the  bounda rie s  of CV Ra nch ("CV HIA La nds "). Groundwa te r may be

withdra wn from Confinne d CV HIA La nds  ("CV HIA Wa te r") or from Confirme d

Town HIA Lands (as those terms are defined herein) and transported into the Prescott

45-555. Maps depicting a .) the  boundaries of CV Ranch and b.) the  locations of both

Confine a ble  CV HIA La nds  (a s  de fine d in S e ction 3.3 be low) a nd Confirme d CV

HIA Lands , and c.) Confirmed Town HIA Lands  a re  a ttached to this  Agreement a t

Exhib its "A-1 to A-3," re spe ctive ly.

c. The Town desires to lease , and subsequently purchase under an option to purchase,

Coniiinne d CV HIA La nds  from Chino Gra nde , to a llow for the  withdra wa l a nd

transporta tion of CV HIA Water to the  Town, and Chino Grande  des ires  to lease  to

the  Town and grant to the  Town an option to purchase  the  CV HIA Lands , on the

terns and conditions se t forth in this  Agreement.

< D. The  Town currently has  the  lega l right to withdraw approximate ly 648 acre -fee t pe r

765919.1
5/9/07

A.
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1 Exhibit "A-3": Map of Confirmed Town HIA Lands

Exhib it GAB Map of the Town's  HIA Wells

• Exhibit Well Modification Specifications

• Exhibit ADWR HIA Report

Exhibit "E-1 Legal Description of Confirmed CV HIA Lands [Legal description

to be provided upon completion of survey.]

• Exhibit "E-2": Le ga l De s c ription of Confirma ble  CV HIA La nds  [Le ga l

description to be provided upon completion of survey.]

• Exhibit Le ga l De s cription of Confirma ble  CV HIA La nds  continue d

provided as  lands  are confined]

• Sample calculation showing the firs t and second CV HIA Water

Price adjustments

Exhibit coG

• Exhibit Form of Special Warranty Deed

Exhibit Memorandum of Water Resources Agreement and Lease

AGREEMENT

NOW, THEREFORE, for good and valuable consideration, the receipt and adequacy of

which are hereby acknowledged, the Parties agree as follows

Effective Date. This Agreement shall be effective as of the date it is  (i) approved by

the Town Council authorizing the execution of this Agreement by a representative of

the Town, and (ii) fully executed by authorized representatives  of the Town and

Chino Grande (the "Effective Date")



methods, or acts , but ra ther as  a  range  of acceptable  practices , methods, or

acts. Notwiths ta nding a nything to the  contra ry conta ine d he re in, Chino

Gra nde  s ha ll ha ve  no obliga tion or lia bility with re s pe ct to  the  de s ign,

cons truction a nd/or ins ta lla tion of the  Wa te r Tra nsporta tion Sys te m, othe r

than to secure  financing as  se t forth in Section 2.11 be low, and to cause  the

WTS  Compa ny to: (i) unde rta ke  the  obliga tions  a pplica ble  to the  WTS

Company as se t forth in this  Agreement, and (ii) enter into a  contract with the

Town incorpora ting the  obliga tions  applicable  to the  WTS Company a s  se t

forth in this  Agreement. All othe r obliga tions  re la ting to des ign, cons truction

and ins ta lla tion of the  Water Transporta tion System sha ll be  sa tis fied by the

WTS  Compa ny in a  ma nne r cons is te nt with this  Agre e me nt. The  WTS

Compa ny s ha ll a gre e  in  writing  to  a s s ume  a ll s uch obliga tions . All

obligations, liabilities and warranties made to the  Town by the WTS Company

with respect to the Water Transportation System shall be deemed also made to

Chino Grande.

2.2.
/

We llhe a d Modifica tion. The  WTS  Compa ny s ha ll modify, or ca us e  to  be

th e  e xis t in g  HIA We ll(s ),  in c lu d in g  a n y re q u ire d  we llh e a d

tre a tme nt, to the  e xte nt ne ce s s a ry to ma ke  the  HIA We lls  s uita ble  for pota ble

wa te r production a nd to incre a s e  pumping ca pa city in a ccorda nce  with the

Town 's  s pe c ific a tions , a  copy o f which  is  a tta che d  to  th is  Agre e me nt a t

Exhibit "C." The  Town s ha ll provide , a t no cos t to the  WTS  Compa ny, pla ns

a nd te chnica l a s s is ta nce  M conne ction with the  we llhe a d modifica tions  to be

pe rfonne d he re unde r. The  WTS  Compa ny s ha ll pe rform, o r c a us e  to  be

pe rformed, any te s ting and ins pections  neces s a ry to ens ure  conformance  with

the  we llhe a d modifica tion re quire me nts  of this  S e ction 2.2. The  Town s ha ll

pe rmit a cce s s  a nd gra nt a ny a nd a ll pe rmis s ions  re quire d to a cce s s  the  HIA

We ll(s ) for purpos e s  of the  modifica tions  the re to. Th e  To wn  will fu rth e r

wa ive  a ll pe nnie s  a nd  fe e s  for the s e  modifica tions  to  the  fu ll e xte n t it is

pe rmitte d by la w to do s o. Upon comple tion of a ny ne e de d modifica tion, the

pump ca pa city of e a ch of the  HIA We lls  s ha ll not be  le s s  tha n 1,000 ga llons

pe r minute .

modifie d,

2.3. Wa te r Tra ns porta tion Sys tem De s ign a nd Alignme nt, Fina l De s ign

Specifica tions. The  Town s ha ll be  re s pons ible  for producing a  de s ign conce pt

re port s pe cifying the  ge ne ra l de s ign of the  Wa te r Tra ns porta tion S ys te m a nd,

5
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2.4. Ma ste r S che dule.  With in  30  da ys  a fte r s e le c tion  of the  WTS  Com pa ny,  or

s uch othe r time fra me  a s  the  P a rtie s  ma y mutua lly a gre e , the  Town a nd the

WTS  Com pa ny s ha ll m e e t to  a gre e  on  a  m a s te r de s ign  a nd  cons truc tion

s che dule  (the  "Ma s te r S che dule "), which s ha ll e s ta blis h da te s  for the  de s ign

a nd cons truction of the  Wa te r Tra nsporta tion S ys te m a s  conte mpla te d by this

S e ction 2. Unle s s  othe rwis e  a gre e d to in writing by the  P a rtie s ,  the  Ma s te r

S c h e d u le  s h a ll re q u ire  th e  u s e  o f c o m m e rc ia lly re a s o n a b le  e ffo rts  to

s ubs ta ntia lly com ple te  the  Wa te r Tra ns porta tion S ys te m  by De ce m be r 31,

2009, provide d cons truction mus t comme nce  on or be fore  J uly l, 2008, unle ss

othe rwis e  cons e nte d to  in  writing by Chino Gra nde . The  Ma s te r S che dule ,

once  approved by both P a rtie s , sha ll become  a  pa rt of this  Agreement.

2.4.1. Construction Progress Reports. During the  course  of cons truction

of the  Wa te r Tra nsporta tion Sys te m, the  WTS Compa ny or the  contra ctor

selected to constnlct the  Water Transporta tion System shall provide the  Town

with monthly writte n re ports  re ga rding the  s ta tus  of cons truction a ctivitie s ,

and advise  the  Town promptly of any problems encountered in the  course  of

construction, including prompt written notice  of the  occurrence  of any event

tha t would ma te ria lly inte rfe re  with the  WTS Company's  ability to comple te

the Water Transportation System in accordance with the Master Schedule.

2.5. Ea se me nts  a nd Rights -of-Wa y. P rior to the  com m e nce m e nt of cons truction,

the  Town sha ll pre pa re  docume nta tion for a nd a cquire , a t the  Town's  e xpe nse ,

a ll e a se me nts , rights -of-wa y, a nd othe r prope rty rights  ne ce ssa ry to cons truct,

ope ra te , ma inta in, repa ir, and replace  the  Wate r Transporta tion S ystem.

2.6. Licenses and Permits.

i

2.6.1. As  to  WTS  Com pa ny. P rior to the  comme nce me nt of cons truction,

the  WTS  Com pa ny s ha ll a cquire , a t its  e xpe ns e , a ll lice ns e s , pe nnie s , a nd

othe r gove rnmenta l approva ls  necessa ry to cons truct the  Wa te r Transporta tion

S ys te m. The  Town s ha ll e xpe ditious ly coope ra te  with the  WTS  Compa ny in

obta ining a ll such re quire d lice nse s , pe rmits , a nd gove rnme nta l a pprova ls  in a

time ly ma nne r. The  Town a gre e s  to wa ive  a ll fe e s  for a ny lice ns e s , pe rmits ,

o r  a p p ro v a ls  is s u e d  b y  t h e  T o wn  in  c o n n e c t io n  wit h  t h e  a c t iv it ie s

7



Grande and the WTS Company by the Town, and both Parties shall coordinate

the timing of any such inspections. The Town shall prepare written reports of

its inspections and promptly share such reports with the WTS Company, with

a copy being delivered to Chino Grande. The contract with the WTS

Company required by Section 2.1 above shall require the WTS Company or

its contractors to make such corrections to the construction as may be

reasonably directed by the Town to conform to the Final Plans and shall do so

in a timely manner to coliform to the Master Schedule. Any inspections

conducted by the Town pursuant to this Section are not intended nor shall they

be construed to constitute an approval or ratification by the Town of the

quality or fitness of the Water Transportation System.

2.7.2. Right to Complete. I f  the WT S Company fa i ls  to make

commercially reasonable efforts to complete the Water Transportation System

in conformance with the Master Schedule and the Final Plans, becomes

insolvent  or  bankrupt,  or  is  in any other  mater ia l manner  impaired or

prevented from completing the Water Transportation System in conformance

with the Master Schedule and the Final Plans, the Town, following thirty days

written notice to the WTS Company which provides a right to cure, and

provided that the Town is not in Default of this Agreement, and provided

Eurther that no Force Maj sure Event has occurred, shall have the right, but not

the obligation, to complete construction of the Water Transportation System.

The exercise of such right shall not terminate the obligation of the Town

under any other provision of this Agreement.

2.8. Meetings. At either Party's request, the Parties shall meet as reasonably

requested to discuss issues related to construction of the Water Transportation

System or the transportation of HIA Water.

2.9. Acceptance and Dedication.

I'

l

2.9.1. Completion. When construction of the Water Transportation System

is complete, the WTS Company shall notify the Town in writing that the

Water Transportation System is ready for final inspection and cause the

engineer of the Water Transportation System to certify to the Town and Chino

Grande that the Water  Transportation System has been constructed in

9



any liens or encumbrances permitted or occasioned by the Town or acts of the

Town (colle ctive ly, the  "P e rmitte d WTS  Encumbra nce s"), a nd sha ll ce rtify

a nd de live r e vide nce  re a s ona bly s a tis fa ctory to the  Town tha t the  Wa te r

Transportation System is free and clear of same.

Fina l Inspe ction. The  Town or its  a ge nts  s ha ll pe rform a  fina l

inspection (the  "Fina l Inspection") of the  Water Transporta tion System within

30 days after the  WTS Company satisfies the  requirements of Sections 2.9.1,

2.9.2, and 2.9.3 above  (the  "Fina l Inspection Period"). In connection with the

Final Inspection, the  WTS Company shall provide  the  Town copies of a ll tests

a nd ins pe ctions  conducte d by the  WTS  Compa ny or its  contra ctors  or

consultants  and documented by written reports . Within the  Fina l Inspection

Pe riod, The  Town sha ll is sue  its  writte n le tte r of a cce pta nce  (the  "Le tte r of

Acce pta nce "), provide d, howe ve r, in the  e ve nt the  Town ide ntifie s  a ny

mate ria l de fects  in ma te ria ls  or workmanship, or ma te ria l non-conformance

with the  requirements of Sections 2.1, 2.2, or 2.3 above, the  Town shall notify

Chino Grande  and the  WTS Company in writing of such defects  (the  "Defect

Notice") within the  Fina l Inspection Period and the  WTS Company sha ll use

commercia lly reasonable  e fforts  to cure  such defects  as  soon as  practicable .

After correction of the  defects  or non-conformance , the  WTS Company sha ll

send a  supplementa l completion notice  to the  Town. The Town shall have 15

days a fte r the  da te  of such supplementa l comple tion notice  to re -inspect the

defective  portions of the  Water Transporta tion System and issue  its  Le tte r of

Acceptance. In the event the Town determines that any defects have not been

corrected, the  Town sha ll notify the  WTS Company in writing, and the  WTS

Company shall proceed to remedy or correct such defects  in accordance with

this  Section 2.9.4 until the  Wate r Transporta tion Sys tem is  accepted by the

Town. Any dispute  ove r whe the r ma te ria ls  or workma nship is  de fe ctive  or

not in conformance  with the  Fina l P lans sha ll be  resolved in accordance  with

2.9.4.

the terms of the Construction Contract.

2.9.5. Acceptance; Conveyance. With in  th irty da ys  fo llowing the  WTS

Compa ny's  re ce ipt of the  Le tte r of Acce pta nce  from the  Town, the  WTS

Company shall cause the Water Transportation System to be conveyed to the

Town pursuant to a  bill of sale  at a  cost of no more than $100 to the Town and

free of liens and encumbrances, except for the Permitted WTS Encumbrances.

11



\ Compa ny from contra ctors  a nd ma te ria lme n in conne ction with the  Wa te r

Transporta tion System so conveyed, whether such warranties arise  under the

terms of this Agreement or otherwise.

2. 11. Construction Financing.

2.11.1. Limite d Obliga tion. It is  the  intention of the  Parties  tha t the  costs  of

cons tructing and ins ta lling the  Wate r Transporta tion Sys tem and modifying

the  e xis ting HIA We lls , including a ll dire ct a nd indire ct cos ts  (colle ctive ly,

the  "Wa te r Tra nsporta tion S ys te m Cos ts " a s  de fine d in S e ction 2.ll.7), be

pa ya ble  s o le ly from the  re ve nue s  ge ne ra te d  unde r the  Wa te r Rights

Commitment Agreements  (as  defined be low). The  Parties  acknowledge  and

a gre e  tha t in orde r to fa cilita te  the  comple tion of the  Wa te r Tra nsporta tion

Sys te m a nd the  othe r improve me nts  conte mpla te d by this  Agre e me nt in a

time ly ma nne r, Chino Gra nde  a nd the  Town will ha ve  to ma ke  mone ta ry

advances  and secure  construction financing (the  "Construction Financing").

Notwiths tanding any provis ion he re in to the  contra ry, ne ithe r Chino Grande ,

its  principa ls  a nd Affilia te s , nor the  Town s ha ll be  obliga te d to incur a ny

pe rs ona l fina ncia l lia bilitie s  with re s pe ct to  the  fina ncing of the  Wa te r

Transporta tion System Costs . This  Section 2.11.1 sha ll not be  construed as

crea ting any indebtedness  or genera l obliga tion of the  Town. As provided in

S e c tion  2 .11 .7  be low, a ny a nd  a ll a dva nce s  o f funds  to  pa y Wa te r

Tra ns porta tion S ys te m Cos ts  s ha ll, s ubje ct to prope r docume nta tion, be

reimbursed from the revenues generated under the Water Rights Commitment

Agreements.

2.11.2. Ne gotia tion of Cons truction Fina ncing. Chino Gra nde  s ha ll be

re s pons ible  for s tructuring, ne gotia ting, a nd obta ining the  Cons truction

Financing on terms and conditions consistent with this  Agreement. The  Town

sha ll coopera te  with Chino Grande  in s tructuring, negotia ting, and obta ining

the  Cons truction Fina ncing in a  time ly ma nne r. The  Town sha ll provide  to

Chino Grande, a t no expense , the  use  of any staff of the  Town with expertise

needed to accomplish the  foregoing. P rior to execution of any Cons truction

Financing documents , the  Town sha ll have  the  right to review, comment on,

and approve  the  same , which approva l sha ll not be  unreasonably withhe ld,

conditione d or de la ye d. The  Town sha ll e ithe r be  a  pa rty to, or sha ll be  a n
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2.11.4. Adva nce s  for Inte re s t Expe nse.  As  of the  da te  on  which  the  Town

is s ue s  its  Le tte r of Acce pta nce  purs ua nt to S e ction 2.9.4, the  Town s ha ll be

re spons ible  for pa yme nt of the  a ccrue d inte re s t tha t be come s  pa ya ble  unde r

the  Cons truction Fina ncing, to the  e xte nt the  sa me  ca nnot be  ca pita lize d with

the  proce e ds  of the  Cons truction Fina ncing. All a dva nce s  by the  Town unde r

this  S e c tion 2.11.4 s ha ll be  s ubje c t to  a nnua l a ppropria tions  by the  Town.

Any a dva nce s  of inte re s t e xpe nse  sha ll be , subje ct to prope r docume nta tion,

re imburse d from the  re ve nue s  ge ne ra te d unde r the  Wa te r Rights  Commitme nt

Agre e me nts .

2.11.5. Colla te ra l Ass ignme nt. The  P a rtie s  cons e nt to  the  colla te ra l

a ss ignment of the  Wa te r Rights  Commitment Agreements  (de fined be low)

and the  Commitment Payments  (defined below) for purposes of securing the

Construction Financing. This Section 2.11.5 shall not be construed as creating

or conveying any lien, charge, encumbrance, or security interest upon any CV

HIA La nds .

2.11.6. Dis burs e me nt Age nt. Unle s s  this  Agre e m e nt is  e a rlie r te rm ina te d

purs ua nt to S e ction 2.11.2 a bove , within 120 da ys  of the  Effe ctive  Da te , the

P a rtie s  sha ll ne gotia te  a  cus todia l a gre e me nt (the  "Disburse me nt Agre e me nt")

with a  mutua lly a gre e a ble  corpora te  trus t a ge nt (the  "Disburse me nt Age nt") to

provide  the  prioritie s ,  te rm s ,  a nd  conditions  unde r which  proce e ds  of the

Co m m itm e n t P a ym e n ts  will b e  d is b u rs e d ,  in c lu d in g ,  with o u t lim ita tio n ,

re pa yme nt of the  Cons truction Fina ncing a nd the  prioritie s  for re imburse me nt

of a dva nce s  for Cos ts  of Is s ua nce ,  in te re s t e xpe ns e ,  a nd othe r e xpe ns e s

a uthorize d for re im burs e m e nt unde r this  S e ction 2.1 l. The  Dis burs e me nt

Agre e me nt sha ll provide  tha t the  Commitme nt P a yme nts  sha ll be  disburse d in

the  m a nne r s e t fo rth  in  th is  S e c tion  2 .11 .6  with in  twe n ty (20) da ys  a fte r

Es crow Age nt's  de live ry of s uch pa ym e nts  to Dis burs e m e nt Age nt for e a ch

S e m i-Annua l P e riod .  It is  con te m pla te d  by the  P a rtie s  tha t the  p rio ritie s

wa te rfa ll fo r re te n tio n  o f fu n d s  a n d  d is trib u tio n s  to  b e  s e t  fo rth  in  th e

Dis burs e me nt Agre e me nt will be  a s  follows , unle s s  re orde re d or cha nge d by

Chino Gra nde  with the  conse nt of the  Town:

(1 ) disburse me nt to a ny se cure d le nde r with a  lie n on the  CV HIA La nd a s  of
the  Effe ctive  Da te  (or a ny re pla ce me nt of such lie n tha t doe s  not incre a se

Q
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g (9) pe rpe tua l a nd re ple nis he d (a s  dra wn upon) funding on one  ye a r's
Disbursement Agent cos ts  and fees , with disbursements  to be  made  a s
costs are invoiced and approved,

(10) disbursement to Chino Grande  of the  ne t proceeds of any third party CV
HIA La nd sa le  a s  to which the  Town doe s  not e xe rcise  its  right of firs t
refusal under Section 5.5 hereof,

(11) payment of the  Construction Financing in full,

(12) reimbursement pa rt pass of Chino Grande 's  and the  Town's  third pa rty
(not in house /s ta ff) a ttorneys ' fees  to negotia te  and draft this  Agreement,
the Construction Agreement and any other agreements required as part of
the Construction Financing including the Disbursement Agreement,

(13) other Water Transporta tion System Costs  not otherwise  specified above ,
incurred by either Party and which are mutually agreed to by the Parties,

(14) disburse me nt to Chino Gra nde  of a ny re ma ining funds  a fte r ite ms  (1)
through (13) above.

2.11.7. Wate r Transporta tion Sys tem Costs . As  us e d in S e ction 2.1 l.l

above , and subject to proper documenta tion, the  te rn "Water Transporta tion

Sys tem Costs" sha ll include  any and a ll applicable  direct and indirect cos ts

incurred by e ithe r Pa rty to s tructure  and implement this  Agreement and the

projects  contempla ted he reunder, including, but not limited to, (i) the  cos t of

the  DCR and other engineering se rvices , (ii) a ttorneys ' fees  to negotia te  and

draft this Agreement, the  Construction Agreement, and any other agreements

required as  a  part of the  Construction Financing, including, without limita tion,

the  Disbursement Agreement, and (iii) the  acquis ition of required rights -of-

way pursuant to Section 2.5 above . No cos ts  sha ll be  included for se rvices

provided by employees , s ta ff, or in-house  pe rsonne l of the  Pa rtie s . All such

costs shall be  re imbursed to the  Party which incurred the costs e ither from the

proceeds of the  Construction Financing, to the  extent authorized by the  te rns

of the  Construction Financing, as  soon as  practicable  following the  closing of

the  Cons truction  Fina ncing , o r, if no t a u thorize d  by the  te rms  of the

Cons truction  Fina ncing , the n  purs ua nt to  the  d is burs e me nt wa te rfa ll

provisions of Section 2.11.6 above.

Q
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HIA La nds  gra nte d to the  Town pursua nt to this  S e ction 3.2 is  he re ina fte r

re fe rre d to a s  the  "Le a s e " The  Confirme d CV HIA La nds  s ubje ct to the

Le a s e , a nd the  Confine a ble  CV HIA La nds , if a nd a t s uch time  a s  the y

be come  s ubje ct to this  Le a s e  in a ccorda nce  with S e ction 3.3 be low, a re

collective ly re fe rred to as  the  "Leased CV HIA Lands ." The  rights  granted to

the  Town under the  Lease  shall include  the  exclusive  right to occupy, control,

and use, but not develop, the  Leased CV HIA Lands, subject to the  terms and

conditions  of this  Agre e me nt, including Chino Gra nde 's  re ta ine d gra zing

rights as set forth in Section 3.6.

3.3. Right to Le a s e  Confine a ble  CV HIA La nds  Confine d Afte r the  Effe ctive

Da te. It is  Chino Grande 's  intent to prepa re  documenta ry evidence  a fte r the

Effective  Da te  to support a  de te rmina tion by ADWR tha t additiona l property

within CV Ra nch ("Confirma ble  CV HIA La nds ") qua lifie s  a s  His torica lly

Irriga te d Acre s . The  Town s ha ll coope ra te  with Chino Gra nde  a s  Chino

Grande prepares such documentary evidence  and, once  prepared, the  Town

s ha ll s ubmit the  s a me  to  ADWR. Imme dia te ly upon be ing officia lly

45-555(B), a ny s uch a dditiona lly confirme d a cre s  s ha ll a utoma tica lly be

deemed Confirmed CV HIA Lands, and sha ll be  included as  Leased CV HIA

Lands in the Lease as of the date(s) of such determination(s) (the "Subsequent

Confirma tion Da te (s )"). The  le ga l de s cription of the  Confirma ble  CV HIA

Lands  confirmed as  His torica lly Irriga ted Acres  a fte r the  Effective  Da te  sha ll

be added hereto as Exh ib it "F." All cos ts  a s socia te d with the  de te nnina tion

of Confirmable  CV HIA Lands pursuant to this  Section 3.3 sha ll be  borne  by

Chino Grande.

3.4. Le a s e  Te nn, Exte ns ions.

Q

3.4.1. Te rm of Le a s e. The  te rm of the  Le a s e  (the  "Te rm" or the  "Le a s e

Te nn") (i) of Confirme d CV HIA La nds  purs ua nt to S e ction 3.2 a bove  s ha ll

be  110 ye a rs  from the  Effe ctive  Da te ; a nd (ii) of Confine a ble  CV HIA La nds

confirme d a fte r the  Effe ctive  Da te  purs ua nt to S e ction 3.3 a bove  s ha ll be  110

ye a rs  from the  S ubs e que nt Confirma tion Da te (s ), provide d, howe ve r, tha t the

Town s ha ll ha ve  the  right to  e xte nd s uch te rms  purs ua nt to  S e c tion 3 .4 .2

be low, a nd provide d furthe r tha t the  Le a s e  ha s  not be e n te nnina te d in whole
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3.5.2. As  to Leased CV HIA Lands  Confirmed a fte r Effective  Da te.  Th e

Re nt a pplica ble  to e a ch a cre  of Le a se d CV HIA La nds  confine d a fte r the

Effective  Date  by ADWR pursuant to Section 3.3 above (up to approximate ly

260 acres) sha ll be  pa id to Chino Grande  by the  Town within 60 days  of the

Subsequent Confirma tion Da te . One  hundred pe rcent of the  Rent sha ll be

re imburse d to the  Town out of proce e ds  from the  commitme nt of CV HIA

Water pursuant to Section 4 below.

3.6.

H

Re ta ine d Gra zing Rights . The  CV Ra nch,  inc luding  without lim ita tion  the

Le a s e d CV HIA La nds , is  a s  of the  Effe ctive  Da te  s ubje ct to a  gra zing le a s e

a nd a  fa nning le a se . The  Town a cknowle dge s  tha t the  gra zing le a se  doe s  not

inte rfe re  with the  use  a nd occupa ncy conte mpla te d unde r its  Le a se  of the  CV

HIA La n d s . The  P a rtie s  a gre e ,  howe ve r,  tha t the  fa rm ing le a s e  s ha ll be

te nnina te d within 30 da ys  a fte r the  Effe ctive  Da te , a nd Chino Gra nde  s ha ll

ta ke  a ll s te ps  ne ce ssa ry to e nsure  tha t the  fa rming le a se  is  te rmina te d a nd a ll

irriga tion a ctivitie s  ce a s e  011 the  Le a s e d CV HIA La nds  within s uch 30 da y

pe riod. In  cons ide ra tion for the  Town's  right to  purcha s e  CV HIA La nds  a s

se t forth in S e ction 4.5 of this  Agre e me nt, the  Town a gre e s  tha t Chino Gra nde

s ha ll re ta in  the  right to  gra ze  live s tock on the  Le a s e d CV HIA La nds  until

such time , if a ny, tha t the  Town sha ll purcha se  a ll or a  portion of such la nds

from Chino Gra nde  in a ccorda nce  with S e ction 4.5 of this  Agre e me nt.

3.7. Othe r Expe nse s  During Le a se  Te nn. Ea ch P a rty sha ll pa y a ll of its  own cos ts

a nd e xpe nse s  a ris ing in conne ction with the  Le a se d CV HIA La nds .

3.8. Insura nce. The  Town a nd Chino Gra nde  s ha ll e a ch obta in a nd ke e p in force

d u rin g  th e  Te rm  a  p o lic y o f c o m m e rc ia l g e n e ra l lia b ility in s u ra n c e  in  a

com m e rc ia lly re a s ona ble  a m ount writte n  on  a n  occurre nce  ba s is  ins uring

a ga ins t a ny lia bility a ris ing out of the ir re s pe ctive  us e  a nd occupa ncy of the

Leased CV HIA Lands  and a ll a rea s  appurtenant the re to.

3.9. Memorandum of Lease , Option to Purchase , and Grantor's  Right to Reserve

Easement and Covenants. Within 30 da ys  a fte r a  le ga l de s cription of the

Confirmed and Confineable  CV HTA Lands has been prepared, if requested

by e ithe r Pa rty, a  Me mora ndum of Le a se  sha ll be  re corde d a s  provide d in

Section 13 evidencing the  Lease  and the  Option to Purchase  the  Leased CVI

4
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4.2. CV HIA Water Price  Adiustrnent. The  CV HIA Water Price  for each Contract

Year of this  Agreement a fte r the  firs t Contract Year sha ll be  adjus ted a t the

be ginning of e a ch Contra ct Ye a r by the  a mount of a ny cha nge  during the

preceding Contract Year as determined by reference to the  Construction Cost

Index and Building Cos t Index published in the  Enginee ring News-Record

the  ave rage  of which indices  is  he re ina fte r re fe rred to a s  the  "ENR Index

provide d tha t sa id a djus tme nt sha ll not re sult in a  de cre a se  in the  CV HIA

Water Price . The month of January shall be  the  month referenced in the  ENR

Index for purposes  of ma lting the  adjus tments  required by this  Section 4.2

and the  re fe rence  period for each adjustment sha ll be  the  previous  Contract

Ye a r. The  formula  to be  use d to a djus t the  CV HIA Wa te r P rice  sha ll be

[((Curre nt ENR Inde x - P re vious  ENR Inde x) + P re vious  ENR Inde x) + I] x

P re vious  CV HIA Wa te r P rice  = Adjus te d  CV HIA Wa te r P rice . For

example , for the  adjustment to be  made  in 2008, the  ca lcula tions sha ll be  as

follows: The  ENR Index for January 2007 sha ll be  subtracted from the  ENR

Index for Janua ry 2008. The  re sult sha ll then be  divided by the  ENR Index

for January 2007. One shall then be  added to the  resulting quotient, and tha t

result shall then be  multiplied by the  CV HIA Water Price  of the  previous year

to de tennine  the  CV HIA Water Price  for the  then exis ting year. In the  event

the  ENR Index is  discontinued, the  Partie s  sha ll agree  to substitute  another

inde x ge ne ra lly re cognize d to be  re a s ona bly compa ra ble . A s a mple

ca lcula tion showing the  firs t and second CV HIA Water Price  adjustments  is

a ttached to this  Agreement as Exhibit

4.3. Min im u m  P ric e  fo r C V HIA W a te r. S e ctions  4 .1  a nd  4 .2  a bove

notwithstanding, the  CV HIA Water Price  sha ll not be  lower than the  highest

amount previously rece ived by the  Town for Town HIA Water

4.4. CV HIA Wate r Beneficia rie s ' Payment for CV HIA Lands. The  Wate r Rights

Commitment Agreements  sha ll provide  tha t the  CV HIA Water Beneficia ries

sha ll remit 100 pe rcent of payments  for the  CV HTA Wate r Commitment in

cash, by wire  transfer or via  certified check (the  "Commitment Payments") to

the  Escrow Age nt (de fine d be low). The  Town sha ll be  obliga te d to e nsure

tha t CV HIA Wa te r Be ne ficia rie s  pa y, a nd Chino Gra nde  ha s  the  right to

rece ive . the  CV HIA Water Price  in an amount not less  than the  Commitment

Payment, subj act to the payment waterfall priorities set forth in Section 2.11.6
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\ Deed delivered by Chino Grande conveying to the  Town fee  simple  title  to the

a pp lica b le  numbe r o f Le a s e d  CV HIA La nds  in  a ccorda nce  with  the

re quire me nts  of S e ction 4.6 be low, (iv) de live r, or is sue  a n unconditiona l

commitment to de live r, the  Title  Policy (de fined in Section 6.1 be low) to the

Town, and (v) de liver to the  Town an affidavit from Chino Grande sta ting tha t

Chino Grande  is  not a  "fore ign pe rson" a s  de fined in the  Inte rna l Revenue

Code of 1986, or other appropria te  evidence  tha t the  Town is  not required to

withhold taxes  under Section l445(a ) of the  Inte rna l Revenue  Code . To the

e xte nt le s s  tha n 40 a cre s  of Le a se d CV HIA La nds  re ma in a fte r a ll othe r

the  Escrow Agent sha ll, pursuant to this  Section 4.5.2 and Section 7 be low,

convey to the  Town the  entire  quantity thereof (i.e ., an amount less than forty

a cre s ) by a  s ingle  S pe cia l Wa rra nty De e d a fte r the  Es crow Age nt ha s

rece ived, in Mil, Commitment Payments  for the  CV HIA Wate r applicable  to

the  Odd-Lot Acre s  (i.e ., Odd-Lot Acre s  x 3 x the  the n-a pplica ble  CV HIA

Water Price).

4.5.3. If, a t the  conclusion of a  Semi-Annual Period, the  Escrow Agent has

not re ce ive d Commitme nt P a yme nts  for a t le a s t 120 a cre -fe e t of CV HIA

Wate r (the  "Minimum Clos ing Amount"), the  Escrow Agent sha ll hold such

Commitment Payments  and not re lease  them or record a  Specia l Warranty

Deed conveying Leased CV HIA Lands  until the  conclus ion of the  following

Semi-Amiua l Pe riod (or such subsequent Semi-Annua l Pe riod in which the

Minimum Closing Amount has been deposited).

4.5.4. In the  e ve nt tha t Chino Gra nde  sha ll find it a dvis a ble  to s e e k a n

a lte rna tive  Es crow Age nt to hold the  funds  tra ns fe rre d by the  Town a s

provide d he re in, the  Town a nd Chino Gra nde  sha ll work coope ra tive ly to

select a successor escrow agent.

4.6. Orde rly Conve va nce  of Le a s e d CV HIA La nds. S o a s  to  a void  ra ndom

tra ns fe r o f title  o f Le a s e d  CV HIA La nds , the  Le a s e d  CV HIA La nds

conveyed to the  Town pursuant to Section 4.5.2 above  sha ll be  conveyed in

contiguous  blocks  of 40 a cre s  or more  be ginning with the  northe rnmos t

Leased CV HIA Lands and progress ing in a  southerly direction as  additiona l

Le a s e d CV HIA La nds  a re  conve ye d. Upon the  Town's  de live ry of a n
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purs ua nt to this  S e ction 4.8 ma y be  us e d by Chino Gra nde  for gra zing

purposes , provided no wate r is  withdrawn from such lands  for s tockwatering

4.9. Title  Re vie w Within 15 days  a fte r a  lega l description of the  Confirmed and

Confirma ble  CV HIA La nds  ha s  be e n pre pa re d a nd de live re d to Es crow

Age nt, Es crow Age nt s ha ll de live r to  the  Town a nd  Chino  Gra nde  a

Commitme nt by the  Title  Compa ny (the  "Title  Commitme nt") to is s ue  the

Title  Policy. The  Title  Commitment sha ll be  accompanied by legible  copie s

of a ll docume nts  re fe rre d to the re in a s  e xce ptions  to title . The  Town sha ll

have  15 days  a fte r its  rece ipt of the  Title  Commitment and legible  copies  (or

bes t copies  ava ilable  to the  Title  Company) to review the  Title  Commitment

and de liver to Chino Grande  and Escrow Agent written notice  of its  objection

to any title  exception re flected in the  title  documents  de live red to the  Town

If the  Town de livers  a  title  objection notice , Chino Grande  may, but sha ll not

be required to, a ttempt to e liminate  the  disapproved title  matter within 15 days

the rea fte r ("Title  Cure  Pe riod"). If Chino Grande  does  not e limina te  or cure

the  disapproved title  ma tte r within such 15 day pe riod, the  Town's  sole  and

exclusive  remedy shall be  e ither to terminate  this  Agreement by giving written

notice  of te rmina tion, or to agree  to take  title  subject to the  disapproved title

ma tte r. If writte n notice  te rmina ting the  Agre e me nt is  not de live re d by the

Town within 5 days  a fte r expira tion of the  Title  Cure  Pe riod, the  Town sha ll

be  deemed to have e lected to take  title  subject to the  disapproved title  matter

which, toge the r with a ll othe r ma tte rs  shown on the  Title  Commitment, sha ll

be deemed "Permitted Encurnbrances

5. Minimum Annua l HIA Wate r Commitment

5.1. Town's  Minimum Annua l Commitment. The  Town sha ll make  commercia lly

reasonable  efforts  to commit to HIA Water Beneficiaries  the  right to re ly upon

(for a ssured wa te r supply purposes) a  minimum of 280 acre -fee t of CV HIA

Wa te r e a ch Contra ct Ye a r (the  "Annua l Co1111nitme nt"). The  Annua l

Commitment obliga tion of the  Town sha ll only be  sa tis fied upon: (i) de live ry

of the corresponding Commitment Payments to the Escrow Agent pursuant to

Section 4.4 above, (ii) submitta l of an Election Notice  to the  Escrow Agent by

the  Town for the  corre sponding number of acre s  of CV HIA Lands , and (iii)
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firs t declined to purchase  such amount of CV HIA Water pursuant to Section

5.5 be low. A quantity of Leased CV HIA Lands equa l to the  number of acre-

feet of CV HIA Water conveyed to third parties pursuant to this  Section 5.4 or

Section 5.6 below divided by three shall be released from the Lease.

5.5. Town's  Right of Firs t Re fus a l. At le a s t 30 da ys  prior to cons umma ting a

transaction with a  third pa rty a s  contempla ted by Section 5.4 above , Chino

Gra nde  sha ll notify the  Town tha t it ha s  30 da ys  to purcha se  from Chino

Grande a  quantity of CV HIA Water equal to the  amount Chino Grande seeks

to conve y pursua nt to a  bona  fide  offe r to purcha se  from a  third pa rty (the

"Offe r"). The  Town will have  the  right to purchase  CV HTA Wate r pursuant

to the  te rns  of the  Offe r by giving written notice  to Chino Grande  within ten

da ys  a fte r Town's  re ce ipt of the  Offe r ("Acce pta nce  Notice "). If the  Town

time ly a nd prope rly e le cts  to e xe rcis e  the  Right of Firs t Re fusa l upon the

te rms conta ined in the  Offe r, the  Town will be  bound to purchase  the  same

s trictly in a ccorda nce  with the  te mps  of the  Offe r. If (i) the  Town notifie s

Chino Grande  in writing tha t the  Town e lects  not to match an Offer upon the

Town's  re ce ipt of a ny Offe r, or (ii) the  Town doe s  not time ly de live r a n

Acceptance  Notice  to Chino Grande  with re spect to any Offe r, then Chino

Grande  sha ll have  no thithe r obliga tion to the  Town unde r this  Section 5.5

with respect to the  applicable  Offer, and Chino Grande  sha ll thereafte r have

the  right to s e ll the  CV HIA Wa te r to the  third pa rty who initia lly ma de  the

Offe r in a ccorda nce  with the  te rms  of s uch Offe r. Notwiths ta nding the

foregoing to the contrary, once Chino Grande and a third party purchaser have

entered into a purchase and sale agreement for the CV HIA Water and opened

escrow, Chino Grande shall have the right to revise the terms of such purchase

and sa le  agreement in a  manner that does not materia lly change the  terms of

the  Offer as presented to the  Town, including the  right to adjust the  purchase

price  specified in the  Offe r by not more  than three  percent, without incurring

a ny lia bility to Town unde r this  S e ction 5.5. The  Town sha ll not a llow the

Right of Firs t Re fusa l to be  placed of record. The  entire  amount of CV HIA

Wa te r purcha s e d by the  Town purs ua nt to the  Right of Firs t Re fus a l, or

conveyed to a  third party afte r the  Town declines or fa ils  to exercise  its  Right

of Firs t Re fusa l, sha ll be  cre dite d towa rds  the  Annua l Commitme nt of the

.

I
I
\

immedia te ly preceding Contract Year and the  difference  be tween the  Annual

Commitme n t a nd  s uch  qua n tity pu rcha s e d  s ha ll re p re s e n t the  ne w
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Town's  municipa l bounda rie s  during the  above -re fe renced l 80-day pe riod

shall be  credited against the  Cumulative  Deficit.

5.7. Covenant of Cooperation. To the  extent commercia lly reasonable , the  Town

covenants  to coopera te  with Chino Grande  in its  e fforts  to marke t HIA water

to third pa rtie s , to e ffe ctua te  Chino Gra nde 's  rights  to ma rke t such wa te r

rights as authorized under Section 5.4 hereof, including by providing available

capacity (i.e ., capacity not then being used to deliver water to customers of the

Town's  municipal water utility) in the  Water Transporta tion System and those

portions  of the  Town's  water mains  tha t may be  inte rconnected to the  Water

Tra ns porta tion S ys te m, provide d tha t Chino Gra nde  or the  third  pa rty

a cquiring  s uch  wa te r rights  from Chino  Gra nde  s ha ll pa y the  Town's

established, non-discriminatory utility ra tes for transporta tion of potable  water

in the  Town's  municipa l wa te r sys te m, e xcluding the  cos t of dis tribution of

wa te r to the  Town's  re ta il wa te r cus tomers . The  Town sha ll a lso coope ra te

with Chino Gra nde  or a ny third pa rty a cquiring wa te r rights  purs ua nt to

Section 5.4 in obtaining a water storage permit for storage of such water in the

Town's  e xis ting or future  pe rmitte d wa te r s tora ge  fa cilitie s , provide d tha t

Chino Grande or the  third party acquiring such water rights  shall pay a ll costs

of obta ining the  wa te r s torage  penni and sha ll the rea fte r pay an annua l fee

to the  proportiona te  s ha re  o f the  cos t o f ope ra ting ,

ma inta ining a nd re pa iring the  wa te r s tora ge  fa cilitie s  (a nd a  proportiona te

share  of die  cost of constructing any future  permitted water s torage  facilities

not in e xis te nce  on the  Effe ctive  Da te ). CV HIA La nds  s old to third pa rty

buyers will operate  as a  partia l termination of the Lease as to those lands, and

the Parties will amend the  Memorandum of Water Resources Agreement and

Le a s e  to re fle ct the  re vis e d le ga l de s cription. In  the  e ve nt the  Wa te r

Transporta tion System has been comple ted, the  te rms and provisions of this

Section 5.7 sha ll survive  te rmina tion of this  Agreement and sha ll extend to

marketing efforts  for CV HIA Water beyond Section 5.4.

s ufficie nt cover

6. Conditions to Lease and Subsequent Purchase, Environmental Site Assessment.

6.1. Contingencies  to Lease  and Subsequent Exercise  of Options.  Th e  To wn 's

obligation to lease  the  CV HIA Lands, and to subsequently purchase  the  Leased CV

HIA Lands  upon exercise  of the  option to purchase , is  subject to the  sa tis faction of
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the  Town. Chino Gra nde  s ha ll provide  to the  e nvironme nta l profe s s iona ls

conducting the  s ite  a s s e s sme nt such his torica l infonna tion re ga rding the  CV

HIA La nds  a s  ma y be  re a sona bly re que s te d to fa cilita te  the  s ite  a s se s sme nt,

a nd s ha ll ma ke  a va ila ble  for me e tings  with the  e nvironme nta l profe s s iona ls

a ppropria te  pe rs onne l ha ving  knowle dge  of s uch  m a tte rs . An y a n d  a ll

e nvironme nta l re ports  pre pa re d purs ua nt to this  S e ction 6.2 s ha ll be  for the

be ne fit of the  Town, a nd the  e nvironme nta l profe ss iona l pre pa ring the  re ports

sha ll e xpre ss ly confirm in writing tha t the  Town sha ll be  e ntitle d to re ly on the

conte nts  the re of

6.2.2. Upon Conve va nce  of CV HIA La nds. The  Town ma y, a t its  e xpe nse

(but subje ct to re imburse me nt pursua nt to S e ction 2.11.6), upda te  the  P ha se  I

Environme nta l S ite  Asse ssme nt re quire d unde r S e ction 6.2.1 a bove  pursua nt

to  AS TM S ta nda rd  E  1527 ,- 05  a s  to  a ny CV HIA La nds  conve ye d to  the

Town purs ua n t to  S e c tion  4 .5 .2  o f th is  Agre e m e n t. Any e nvironm e nta l

conditions  found to e xis t a t s uch tim e  s ha ll,  if ca us e d by Chino Gra nde , be

re m e dia te d  to  the  e xte n t the y a re  no  longe r a  re cognize d  e nv ironm e nta l

c ond ition  a nd  do  no t p re s e n t a  s ign ific a n t ris k to  hum a n  he a lth  a nd  the

e nvironme nt. If Chino Gra nde  fa ils  or is  una ble  to  s ucce s s fully re m e dia te

such e nvironme nta l conditions  in a ccorda nce  with the  fore going s ta nda rd, the

Town ma y a cce pt the  CV HIA La nds  or de cline  to a cquire  the  CV HIA La nds .

7. Clos ing, Es crow.

7.1. The  Town a nd Chino Gra nde  s ha ll provide  writte n  ins truc tions  to  Chica go

Title  Ins ura nce  Compa ny, Attn: Me lis s a  Coca nowe r, Bra nch Ma na ge r, 2398

Ea s t Ca m e lba ck Roa d,  S uite  #250,  P hoe nix,  Arizona  85016 (the  "Es crow

Age nt") to  hold a ll docum e nts  a nd Com m itm e nt P a ym e nts  re quire d for the

wa te r com m itm e nts  conte m pla te d unde r S e c tion 4 .5 .2  of th is  Agre e m e nt,

inc lud ing ,  withou t lim ita tion ,  the  S pe c ia l Wa rra n ty De e d  a nd  the  e s c row

ins tructions , which e scrow ins tructions  sha ll conta in the  provis ions  se t forth in

th e  fo rm  a t t a c h e d  a s  E x h ib it  "I" t o  t h is  Ag re e m e n t  a n d  s u c h  o th e r

ins tructions  a s  a re  a ppropria te  cons is te nt with this  Agre e me nt (the  "Es crow

Ins tructions "). From the  da te  of de pos it until c los ing of e a ch conve ya nce  of

Confinne d CV HIA La nds  purs ua nt to S e ction 4.5.2 a bove , the  Commitme nt

P a ym e nts  s ha ll be  inve s te d  in  a n  a ccount (the  "Es c row Account") for the
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i s ha ll not be  de ve lope d, a nd no pe rma ne nt s truc ture s  ma y be  cons truc te d

thereon except as  necessary to accomplish the  purposes  of this  Agreement.

8.2. Water Conservation Ordinances. The Town shall pass ordinances that strictly

limit any water consumptive uses of Town-owned HIA Lands, and shall use

these acres for conservation purposes or for water resource enhancement

projects.

8.3. HIA Water Use Restrictions. The Town shall ensure that water imported from

HIA Lands will be applied solely to developments that utilize low water use

landscaping and tha t  rely on a lternat ive water  supplies ,  such as ra in

harvesting, direct use of effluent, or gray water, for any exterior water uses.

8.4.

`\

Chino Grande  Cons e rva tion Eas ements. Chino Gra nde  s ha ll e nga ge  in good

fa ith ne gotia tions with a n es tablished non-profit la nd cons e rva tion

orga n iza tion  to  e n te r in to  a  pe rpe tua l cons e rva tion  e a s e me nt tha t s ha ll

preclude  any deve lopment of not le s s  than 20% of the  tota l acre s  owned in fee

title  by Chino Gra nde  on the  CV Ra nch (in  a ddition to  the  CV HLA La nds

a lre a dy s ubje c t to  th is  Agre e me nt). Chino  Gra nde  s ha ll conc lude  s uch

ne gotia tions  within two ye a rs  a fte r the  Effe ctive  Da te  a nd s ha ll re fra in from

a ny de ve lopme nt of a t le a s t the  numbe r of a cre s  s pe cifie d in this  S e ction 8.4

until the  conclus ion of ne gotia tions . If, a fte r ma king  good fa ith  e fforts  to

ne gotia te  a  cons e rva tion e a s e me nt cons is te nt with this  S e ction 8.4, Chino

Grande  is  unable  to consummate  such a  conse rva tion easement, the  Town and

Ch in o  Gra n d e  s h a ll m e e t to  d e te rm in e  a lte rn a tive  wa ys  o f p e rp e tu a lly

prese rving a t leas t the  number of acres  specified in this  Section 8.4.

8.5. Monitoring and Mitigation. The Town and Chino Grande sha ll work

cooperatively to develop and implement a continuing groundwater monitoring

and mitigation program to address protection of Upper Verde River base

flows and the potential effects, if any, of groundwater pumping pursuant to

this Agreement. Mitigation measures may include surface water and/or

effluent recharge projects on CV HIA Lands, Town HIA Lands, or at other

locations determined by the Parties. The terns and conditions of the program

contemplated by this Section 8.5 shall be the subject of a separate agreement

to be negotiated in good faith by the Parties.
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\ ce a se  or te rmina te  its  pe rfonna nce  unde r this  Agre e me nt. Additiona lly, in the  e ve nt a

Force  Ma je ure  Eve nt occurs  tha t unde r a nothe r portion of this  Agre e m e nt give s  a

P a rty the  right or option to te rmina te  this  Agre e me nt, the  right or option to te rmina te

th is  Agre e m e nt s ha ll s upe rs e de  the  te rm s  of th is  S e c tion 10. A P a rty's  fa ilu re ,

De fa ult,  o r de la y in  pe rform a nce  s ha ll be  e xcus e d  only for s o  long  a s  the  F orce

Ma j cure  Eve nt continue s . S hould a  Force  Ma je ure  Eve nt occur, the  P a rty cla iming

the  Force  Ma je ure  Eve nt sha ll, within thirty da ys  of le a rning of tha t e ve nt, notify the

othe r P a rty of the  s a me , a nd the  P a rtie s  s ha ll proce e d with dilige nce  to do wha t is

re a sona ble  a nd ne ce ssa ry with re spe ct to the  Force  Ma je ure  Eve nt so tha t the  P a rtie s

ma y pe rform the ir re spe ctive  obliga tions  unde r this  Agre e me nt. If, a fte r two ye a rs  of

good fa ith a rid dilige nt e fforts  by the  P a rtie s  from the  comme nce me nt of the  Force

Ma je ure  Eve nt,  the  P a rtie s  a re  una ble  to  e lim ina te ,  cure ,  or ove rcom e  the  Force

Ma je u re  E v e n t  a n d  to  re s u m e  p e rfo rm a n c e ,  e ith e r P a rty m a y te rm in a te  th is

Agre e me nt a s  to future  pe rforma nce  he re unde r. An y C o n firm e d  C V HIA La n d s

a lready conveyed to the  Town in fee  title  pursuant to S ection 4.5.2 above  sha ll rema in

the  Town's  prope rty a nd s ha ll be  una ffe cte d by the  occurre nce  of a  Force  Ma je ure

Eve nt or te nnina tion of this  Agre e me nt. If this  Agre e me nt is  te rmina te d purs ua nt to

th is  S e c tion  10 ,  the  Es c row Age nt s ha ll d is tribute  to  the  Dis burs e m e nt Age nt a ll

unde live re d CV HIA Wa te r P a yme nts , if a ny, the n be ing he ld in the  e scrow a ccount,

conve y to the  Town a  numbe r of a cre s  of Confirme d CV HIA La nds  corre sponding to

s uch unde live re d CV HIA Wa te r P a yme nts , a nd de live r to the  Town the  a pplica ble

Re nt re imburs e me nt. For e xa mple , if, upon te nnina tion of this  Agre e me nt purs ua nt

to  th is  S e c tion  10 ,  Com m itm e nt P a ym e nts  fo r th re e  a c re -fe e t o f CV HIA Wa te r

re m a in in the  e s crow a ccount, the  Es crow Age nt s ha ll dis tribute  the s e  hinds  to the

Dis burs e m e nt Age nt (le s s  the  a pplica ble  Re nt),  conve y to  the  Town one  a c re  of

C o n firm e d  HIA La n d s ,  a n d  d e liv e r to  th e  To wn  $ 1 0  a s  re im b u rs e m e n t fo r th e

a pplica ble  Re nt.

11. Dis pute  Re s olution.

11.1. De fa ult De fine d. For purpos e s  of this  Agre e me nt, a  "De fa ult" occurs  whe n a

P a rty to this  Agre e me nt commits  a  ma te ria l bre a ch of its  te rms , a nd whe re  a

re me dy for such bre a ch is  not othe rwise  provide d within this  Agre e me nt. The

te rm "De fa ult" include s , but is  not limite d to: (i) the  a ppointme nt of a  re ce ive r

to  ta ke  pos s e s s ion of a ll or s ubs ta ntia lly a ll of the  a s s e ts  of a  P a rty,  (ii) a

ge ne ra l a s s ignm e nt by a  P a rty for the  be ne fit o f c re d itors ,  (iii) a  P a rty isI
\
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ma rke ting e fforts  for CV HIA Wa te r be yond S e ction 5.4

11.4. Jurisdiction and Venue. Any action brought to inte rpre t, enforce , or construe

any provis ion of this  Agreement sha ll be  commenced and mainta ined in the

Superior Court of the  Sta te  of Arizona, County of Maricopa or, if the  Superior

Court lacks  or declines  jurisdiction, in the  UnitedSta tes  Dis trict Court for the

Dis trict of Arizona . All P a rtie s  irre voca bly cons e nt to this  juris diction a nd

ve nue  a nd a gre e  not to  tra ns fe r or re move  a ny a ction comme nce d in

accordance  with this  Section l l

12. Representa tions and Warrantie s

12.1. Chino Grande. Chino Gra nde  re pre se nts  a nd wa rra nts  to the  Town a nd

covenants that

12.1.1. Existence and Powers. Chino Gra nde  is  a  limite d lia bility compa ny

duly organized, va lidly exis ting, and in good s tanding unde r the  laws  of the

S ta te  of Missoiui, is  qua lified to do bus iness  in the  S ta te  of Arizona , and is

duly qualified to do business wherever necessary to carry on the business and

operations contemplated by this Agreement

12.1.2. Authoriza tion. Chino Grande has the  full power, authority, and legal

right to ente r into and perform its  obliga tions  se t forth in this  Agreement and

all action necessary to authorize the execution and delivery of this Agreement

and the  performance  by Chino Grande  of its  obliga tions hereunder has been

duly taken

12.1.3. Binding Obliga tion. This Agreement has been duly entered into and

de live re d a nd cons titute s  a  le ga l, va lid, a nd binding obliga tion of Chino

Grande, fully enforceable  in accordance with its  terms

12.1.4. Tit le  a n d  Us e  o f P ro p e rty. S ub je c t on ly to  thos e  e xc e p tions

de scribe d in the  Title  Commitme nt, Chino Gra nde  holds  fe e  s imple  title  to the

Le a s e d CV HIA La nds  a s  a ga ins t a ll o the rs ,  a nd  no  o the r pa rty holds  a ny

inte re s t wha ts oe ve r cre a te d by or through Chino Gra nde , including, but not

limite d to, e ncroa chme nts , e a se me nts , lice nse s , le a se s , roya ltie s  or othe rwise
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12.1.10. S ha re d Expe ns e. Th e re  a re  n o  s h a re d  e xp e n s e  a g re e m e n ts

re pa yme nt a gre e me nts , or de ve lopme nt pa yba ck a gre e me nts  tha t a ffe ct a ll or

a ny portion of the  Le a se d CV HIA La nds  a nd tha t could re quire  a ny owne r of

the  Le a s e d CV HIA La nds  to pa y a ny mone y in full or pa rtia l s a tis fa ction of

those  agreements

12.1.11. Adve rse  P osse ss ion. To  the  be s t o f Ch ino  G ra nde 's  knowle dge

the re  a re  no pa rtie s  in a dve rse  posse s s ion of the  Le a se d CV HIA La nds , a nd

no pa rty us e s  or is  in  pos s e s s ion  of the  Le a s e d  CV HIA La nds  o the r tha n

Chino Grande  and its  le ssees  under the  grazing and fanning leases

12.1.12. No  De fa u lt.  This  Agre e m e nt will not cons titu te  a  de fa ult unde r or

re s ult in the  cre a tion of a ny, lie n, cha rge , e ncumbra nce , or s e curity inte re s t

upon a ny Le a se d CV HIA La nds  or upon the  Wa te r Tra nsporta tion S ys te m

12.1.13. No Adve rs e  Actions . Othe r tha n a ny litiga tion dis clos e d in writing

by Chino  G ra nde  to  the  Town prio r to  the  E ffe c tive  Da te  (the  "Dis c los e d

Litiga tion"),  a nd  to  the  be s t o f Ch ino  G ra nde 's  knowle dge ,  the re  a re  no

cita tions , s ummons , compla ints , pe na ltie s , a ctions , s uits , inve s tiga tions , or

othe r proce e dings , a t la w or in e quity, be fore  or by a ny court or gove rnme nta l

body, pe nding, or to the  be s t of Chino Gra nde 's  knowle dge , thre a te ne d a ga ins t

Chino  G ra nde ,  whe re in  a n  unfa vora b le  de c is ion ,  ru ling ,  o r find ing  would

m a te r ia lly  a d v e rs e ly  a ffe c t  th e  p e rfo rm a n c e  b y C h in o  G ra n d e  o f it s

ob liga tions  he re unde r,  o r wh ic h ,  in  a ny wa y,  wou ld  a dve rs e ly a ffe c t the

va lidity or e nforce a bility of this  Agre e me nt, or a ny othe r a gre e me nt e nte re d

in to  b y C h in o  G ra n d e  in  c o n n e c tio n  with  th e  tra n s a c tio n  c o n te m p la te d

he reunde r

12.1.14. Fina ncia l Condition. The re  ha s  be e n no ma te ria l a dve rse  cha nge  in

Chino Gra nde 's  fina ncia l condition tha t would impa ir Chino Gra nde 's  a bility

to pe rform its  obliga tions  unde r this  Agre e me nt, a nd ne ithe r Chino Gra nde  nor

a ny cre ditors  of Chino Gra nde  ha ve  tile d a ny type  of proce e ding unde r the

United States Band<rL1ptcy Code

12.1.15. Contractors. The  WTS  Compa ny s ha ll be  obliga te d to ma inta in

dire ction a nd control of a ll contra ctors  a nd sha ll promptly pa y a ll a mounts
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a re  no  judgme nts , de c re e s , or orde rs  of a ny court or gove rnme nta l body

aga ins t the  Town tha t could be  expected to ma te ria lly and adve rs e ly a ffect the

Town's  a bility to pe rform its  obliga tions  he re unde r.

12.2.5. Lo c a tio n  o f C V HIA La n d s . Town a cknowle dge s  tha t the  Le a s e

doe s  no t inc lude  a ny la nds , whe the r h is to rica lly in iga te d  or no t,  loca te d

within the  bounda rie s  of the  CF Ra nch. The  Town a cknowle dge s  tha t Chino

Gra nde  ha s , prior to the  Effe ctive  Da te , ide ntifie d in writing for the  Town the

pe nde ncy of the  Dis clos e d Litiga tion.

l2 .Z.6. Ve ra c ity o f Re p re s e n ta tions  a nd  Wa rra n tie s . No  s ta te me nt,

re pre s e nta tion, or wa rra nty by the  Town conta ins  a ny untrue  s ta te me nt of

ma te ria l fa c t, or, to  the  be s t of the  Town's  knowle dge , omits  to  s ta te  a ny

ne ce s s a ry to  ma ke  s uch s ta te me nts , re pre s e nta tions , a nd

warrantie s  not mis leading.

ma te ria l fa c t,

12.2.7. Us e  of Wa te r Tra ns porta tion S vs te m. The  Wa te r Tra ns porta tion

S ys te m s ha ll a t a ll time s  be  a va ila ble  for us e  to tra ns port HIA Wa te r, a nd no

othe r us e s  of the  Wa te r Tra ns porta tion S ys te m ma y dis pla ce  a ny HIA Wa te r

othe rwis e  a va ila ble  for tra ns porta tion purs ua nt to this  Agre e me nt. P rovide d

tha t capacity is  ava ilable  in the  Wate r Trans porta tion Sys tem for othe r s ources

of wa te r tha t ma y la wfully be  tra ns porte d in the  Wa te r Tra ns porta tion S ys te m,

the  Town ma y tra ns port s uch wa te r, but s ha ll be  s ole ly re s pons ible  for a ll

cos ts  a s socia ted with such transporta tion.

12.3. S urviva l of Re pre s e nta tions  a nd  Wa rra ntie s . The  re pre s e nta tions  a nd

wa rra ntie s  of Chino Gra nde  a nd the  re pre s e nta tions  a nd wa rra ntie s  of the  Town

conta ine d in this  Agre e me nt s ha ll be  true  a nd corre ct a s  of the  Effe ctive  Da te  a nd

s ha ll s urvive  for a  pe riod of 18 months  following the  la s t Clos ing, which s ha ll be  the

Clos ing on the  conve ya nce  of tha t fina l pa rce l of re a l e s ta te  tha t e xha us ts  Chino

Gra nde 's  owne rs hip of Confirme d HIA La nds .

13. Memorandum of Agreement. Following the  Effective  Da te , and the  prepara tion of a

lega l description of the  Leased CV HIA Lands , the  Pa rtie s  sha ll s ign and the  Town

shall have  the  right to record the  Memorandum of Water Resources Agreement and

Lease, including a  disclosure  that the  Memorandum shall be  automatically conformed
\
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If"

a Chino Grande: Chino Grande , LLC

13397 Lakefront Drive , suite  240

Earth City, Missouri 63045

Attn: Rodney H. Thomas and David Green

with a  copy to : Lewis  and Rock, LLP

Attn: Michae l F. McNulty, Esq.

One S. Church Ave, Suite 700

Tucson, Arizona 85701

Notice  provide d by the  me thods  de s cribe d a bove  will be  de e me d to be  re ce ive d: (i) on the

bus ine s s  da y of de live ry,  if pe rs ona lly de live re d, (ii) on the  da te  tha t is  thre e  da ys  a fte r

de pos it in  the  Unite d  S ta te s  m a il,  if g ive n  by ce rtifie d  m a il,  o r (iii) on  the  ne xt re gula r

Bus ine s s  Da y a fte r de pos it with a n e xpre s s  de live ry s e rvice  for ove rnight, "s a me  da y," or

"ne xt da y" de live ry s e rvice . No  no tice  will be  e ffe c tive  un le s s  p rov ide d  by one  o f the

methods described above .

14.4. Entire  Agre e m e nt. This  Agre e m e nt (inc luding a ll e xhibits ) cons titute s  the

e ntire  unde rs ta nding a m ong the  P a rtie s  re ga rding the  s ubje c t m a tte r of this  Agre e m e nt,

s upe rs e de s  a ny a nd a ll pre vious  unde rs ta ndings  a mong the  P a rtie s  re ga rding the  s ubje ct

ma tte r of this  Agre e me nt, a nd binds  a nd inure s  to the  be ne fit of the  P a rtie s , the ir succe ssors ,

a nd a s s igns .  Ne ithe r P a rty ha s  e nte re d into  this  Agre e m e nt in  re lia nce  upon a ny ora l or

writte n re pre se nta tion or informa tion provide d by the  othe r P a rty.

14.5. Modifica tion. This  Agreement sha ll not be  modified or amended except by

writte n ins trume nt e xe cute d by both P a rtie s  a nd a dopte d in the  ma nne r by which this

Agreement was adopted.

14.6. No Wa ive r.  No wa ive r of a ny viola tion  of th is  Agre e m e nt s ha ll be  im plie d

from a ny fa ilure  by a  P a rty to ta ke  a ny a ction with re spe ct the re to, nor sha ll a ny such fa ilure

cons titu te  a  wa ive r of the  s a m e  or a ny othe r provis ion he re of with  re s pe c t to  a ny future

viola tion.

14.7. No Third-Party Beneficia ries. Nothing in this  Agreement, express  or implied,

is  intended to confe r any rights  or remedies  under or by reason of this  Agreement on any

persons other than the  Parties , including any CV HIA Water Beneficiary, provided however,



14. 12. Applica ble  La w. The  te rns , conditions , a nd provis ions  of this  Agre e me nt

s ha ll be  gove rned by and cons trued in accordance  with the  law of the  S ta te  of Arizona

14.13. Attorne ys ' Fe e s. If a ny c la im a ris ing out of th is  Agre e me nt is  brought by a

P a rty a ga ins t the  o the r P a rty in  a  court o f la w, inc lud ing  a ny a c tion  fo r de c la ra to ry o r

injunctive  re lie f, the  pre va iling P a rty s ha ll be  e ntitle d to re a s ona ble  a ttorne ys ' fe e s  a nd cos ts

a nd e xpe ns e s  of litiga tion a nd inve s tiga tion, a nd a ny judgme nt or de cre e  re nde re d in a ny

s uch a ction or proce e ding s ha ll include  a n a wa rd of re a s ona ble  a ttorne ys ' fe e s , cos ts , a nd

expenses

14.14. Remedie s  Cumula tive. In the  e ve nt of a  De fa ult unde r this  Agre e me nt which

is  not cure d within the  a pplica ble  cure  pe riod, the  P a rtie s  s ha ll be  e ntitle d to e xe rcis e  a ny

re me dy a va ila ble  a t la w or in e quity. S ubje ct to the  limita tions  s e t forth in this  Agre e me nt

the  rights  a nd re me die s  provide d in this  Agre e me nt a re  cumula tive  a nd not e xclus ive  of a ny

othe r rights  or remedie s  tha t a  P a rty would othe rwis e  have  a t law or in equity

14.15. No P a rty the  Dra fte r. This  Agre e me nt is  the  product of ne gotia tion a mong the

P a rtie s . No P a rty is  de e me d the  dra fte r of this  Agre e me nt. Cons is te nt the re with, the  rule  of

s tric t cons truc tion  s ha ll no t be  impos e d  in  in te rpre ting  th is  Agre e me nt, bu t ra the r th is

Agre e me nt s ha ll be  inte rpre te d in a  ma nne r tha t be s t give s  e ffe ct to the  inte ntions  of the

Parties

14.16. Time  is  of the  Es s ence. Time  is  of the  e s s e nce  conce rning e ve ry provis ion of

this  Agre e me nt

14.17. Furthe r As s ura nce s. If furthe r ins trume nts , a s s ura nce s , or othe r things  a re

rea s onably nece s s a ry or de s irable  to ca rry out the  te rms  of this  Agreement, e ithe r P a rty s ha ll

execute  and de live r a ll ins truments  and as s urances  and do a ll things  reas onably neces s a ry or

de s ira ble  to ca rry out the  te rns  of this  Agre e me nt

14.18. Authoriza tions . The  s igna torie s  to this  Agre e me nt re pre s e nt tha t the y ha ve

be e n a ppropria te ly a uthorize d to e nte r into this  Agre e me nt on be ha lf of the  P a rty for which

the y s ign, a nd tha t no furthe r a c tion or a pprova ls  a re  ne ce s s a ry be fore  e xe cution of this

Agreement

14.19. Counte rparts. This  Agre e me nt ma y be  s igne d in more  tha n one  counte rpa rt
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By:

CHINO GRANDE, LLC, a  Mis s ouri limite d lia bility

company
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Exhibit ¢cA-2s9
Map of HIA on the CV Ranch, showing both Continued HIA Lands and Confirmable CV

HIA Lands

I
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Exhibit "Bas

Map of the  Town's  HIA Wells





Exhib it "E-2

Lega l Description of Coniinnable  CV HIA Lands

[Legal description to be provided upon completion of survey.]
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Exhibit "G"
Sample Calculation Showing First and Second CV HIA Water Price Adjustments

1s t CV HIA WATER PRICE ADJ USTMENT

Curre nt Inde x
P re vious  Inde x
P re vious  CV HIA Wa te r P ric e

1.03

1.00
$45,000/acre-foot

Exa mple  Ca lcula tion

(1 . 0 3 -1 . 0 0 ) +  1
1.00

X $45,000 = $46,350/a cre -foot

2nd CV HIA WATER PRICE ADJ USTMENT

Current Index
Previous Index
Previous  CV HIA Water Price

1.05
1.00
$46,350/acre-foot

Exa mple  Ca lcula tion

(1 . 0 5 -1 . 0 3 ) +  1
1.03

X $46,350 $47,250/acre-foot



Exhibit "I"
Memorandum of Water Resources Agreement and Lease
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P a ge  1  o f 1

Town of Prescott Valley, Arizona Search I Contacts I Site Mao I Home

>>News & Events > Press Releases

Press Releases

Date:October 31, 2007

From: Briana Lonas
Community Relations Coordinator

759-3123 office
759-3125 fax
blonas@pvaz.net

Contact: Colleen Auer, 759-3030

Prescott Valley Holds Successful Effluent Water Auction
Vnllqr

Prescott Valley, Ariz..-TheTown of Prescott Valley hosted its effluent water auction on October 29-30 and the
results will yield more than $67 million that the Town can use to achieve its water and sustainable growth goals.

The auction is just one of the innovative approaches that municipalities in the Prescott Active (water) Management
Area are taking to obtain maximum value for a scarce resource, protect the natural aquifer, and ensure sustainable
growth in the area.

Prescott Valley's auction attracted both local and out-of-state bidders who competed for the 2,724 acre-feet of
offered effluent interests, increasing the price from a floor of $19,500 per acre-foot to a winning price of $24,650 per
acre-foot.

The winning bidder, a New York-based investment group called Water Property Investors, LLC, will have until
November 30, 2007 to close its bid with the Town. Under the purchase terms, Water Property Investors, LLC, may
either use or re-sell the effluent interests. However, when the effluent interests are put to use, they must be put to a
beneficial use within the Town.

For more information about the Town's effluent water auction, please consult the Town's website at www.pvaz.net
or contact Colleen Auer, Assistant Town Attorney at 928-759-3030.

Copyright ©2006, Town of Prescott Valley, AZ | Privacy Policy & Terms of Use

http://www.pva z .ne t/Ne ws Eve nts /P re s s Re 1e a s e s /P re s s _Re 1e a s e .a s p '? DID=934 11/28/2007



FOR IMMEDIATE RELEASE

W8'r*il'Wute r

The  auction a ttracted both loca l and na tiona l bidders  through the  use  of a  unique  price -floor bid

proce ss  tha t the  town's  consulta nts , We s tWa te r Re se a rch LLC, de ve lope d a nd a rra nge d. The

town s e t a  m inim um -bid price  by ne gotia ting a  $53-m illion a gre e m e nt with  Aqua  Ca pita l

Management LP , a  Nebraska-based wate r resource  investment and management company. The

compa ny worke d coope ra tive ly with P re scott Va lle y for more  tha n nine  months  to de ve lop a

price -floor a gre e me nt tha t provide d fina ncia l s e curity for the  unpre ce de nte d e fflue nt wa te r

a uction. The  a gre e me nt provide d the  town a  gua ra nte e d price  of $19,500 pe r a cre -foot a nd

would ha ve  a wa rde d the  e fflue nt wa te r to Aqua  Ca pita l if no qua lifie d bids  we re  re ce ive d

The  town a wa rde d the  e fflue nt wa te r to the  highe s t bidde r-Wa te r P rope rty Inve s tors  LLC, a

Ne w York-ba se d wa te r re source -inve s tme nt firm-for $24,650 pe r a cre -foot. Wa te r P rope rty

"An auction forma t with a  price -floor agreement is  an innova tive  way to addre ss  the  increas ing

wa te r needs  in the  S outhwest and to crea te  a  marke t environment for wa te r trading," sa id Clay

La ndry, ma na ging dire ctor of We s tWa te r Re se a rch. "The  Aqua  Ca pita l price  floor a gre e me nt

provide d fina ncia l s e curity for the  town a nd cre a te d a n a uction form a t tha t e ncoura ge d a

Inve s tors  ca n  re -s e ll o r us e  the  wa te r to  m e e t s ta te  wa te r s upply re quire m e nts  for ne w

subdivision developments.

-The  Town of Prescott Valley sold 2,724 acre-fee t of e ffluent water

for more  than $67 million during an innova tive  two-day auction on Oct. 29-30.

PRESCOTT VALLEY, ARIZ.

during the two-day auction.

competitive-ma1'ket outcome that generated an additional $14 million."

Auction creates compe tition for wa te r s upplie s

Research LLC

West Coast Office
Bank d America Financial Clntlr
WE BlvadwlI SL. STE 415
Vancouver. WA 98660
Ta: (gm) 695-5233
Fu: (350) 695-6105

--More "

290 n. aux St.. STE us
Base. ID 83702
Tel: (209)433-0255
Fax: (209)433-5596

Idaho 0f8ce
451 ClearM!! Road
Cornvlral l .W  osls:
Tel: (502)462-3483
Fan: (602) -162-3217

East Coast Office



West Coast Office Idaho Office East Coast Office

Research LLC

sum o' 11\fl1¢d¢I Fh1in¢hl Carter
805 Broadway St.STE415
Vancouver. WA 98660

Ta: (369)695-5233
Fax: (89)695-6105

280 N. 8th St.,$TE 205
B:>ise.ID 83702

Tel: (z0s)433_oz5s
Fax; (208)433~5596

457 Cider Mill Road
CcrnwalI,VT 05753
Tel: (802) 462-3483

Fax: {802)462-3217

For more information about the auction visit www.waterexchange.com.

About WestWater Research

VVestWater Research LLC (www.waterexcl1ange.com) is the premier transaction and asset-
valuation advisory company to the water sector. The company specializes in water-asset sales
and acquisitions, water resource economics, water right and asset appraisals, and project finance
services.

With offices in Vancouver, Wash., Boise, Idaho, and Middlebury, Vt., WestWater is forging new
approaches to water development by providing marketing and investment solutions to the
f inancial industry, energy and water supply industry, municipal i t ies, and the property
development sector.

--EnD"

www.waterexchange.com
-2-
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BEFORE THE ARIZONA CORPORATION COMMISSION

COMMISSIONERS
MIKE GLEASON - CHAIRMAN
WILLIAM A. MUNDELL
JEFF HATCH-MILLER
KRISTIN K. MAYES
GARY PIERCE

ARIZONA WATER COMPANY, an Arizona
corporation,

Complainant,

W-01445A-06-0200
SW-20445A-06-0200

W-20446A-06-0200
W-03576A-06-0200

SW-03575A-06-0200
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12

13

14
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GLOBAL WATER RESOURCES, LLC, a foreign
limited liability company; GLOBAL WATER
RESOURCES, INC., a Delaware corporation,
GLOBAL WATER MANAGEMENT, LLC, a
foreign limited liability company; SANTA CRUZ
WATER COMPANY, LLC, an Arizona limited
liability corporation; PALO VERDE UTILITIES
COMPANY, LLC, an Arizona limited liability
corporation; GLOBAL WATER - SANTA CRUZ
WATER COMPANY, an Arizona corporation,
GLOBAL WATER - PALO VERDE UTILITIES
COMPANY, an Arizona corporation, JOHN AND
JANE DOES 1-20, ABC ENTITIES I .- XX, .
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1 I. In tro d u c t io n .

2

3 Q.

A.

Please state your name, occupation and business address.

4

5

6

My na me  is  J a mie  Moe . I a m a  re gula tory a ccounta nt e mploye d by Globa l Wa te r

Ma na ge me nt, LLC ("GWM" or "Globa l Ma na ge me nt"). My bus ine s s  a ddre s s  is  21410

North 19th Avenue  #201, Phoenix, Arizona  85027.

7

8 Q.

A.

Brie fly de s c ribe  you r re s pons ib ilitie s  a s  a  re gu la to ry a c c oun ta n t.

9

10

11

12

I ana lyze  and examine  accounting, financia l, s ta tis tica l and othe r information and prepare

re ports  ba s e d on my a na lys is . My ma in re s pons ibilitie s  include  monthly a ccounting

e ntrie s , pre pa ra tion of CC&N a pplica tions  a nd ra te  ca s e s , a s s is ta nce  in re gula tory

matte rs , and input re la ted to regula tory accounting issues.

13

14 Q-

A.

P le a s e  de s c ribe  your e duc a tiona l ba c kground  a nd  p ro fe s s iona l e xpe rie nc e .

15

16

17

18

19

20

In 2000, I graduated from North Dakota State University, receiving a Bachelor of Science

degree in Accounting, and I am a Certified Public Accountant with the North.Dakota

State Board of Accountancy. I have attended various seminars and classes on general

regulatory and business issues, including the National Association of Regulatory

Commissioners' ("NARUC") Annual Regulatory and Studies Program and the NARUC

Utility Rate School.

2 1

22

23

24

25

26

27

I be ga n e mployme nt with GWM in April 2007. P re vious ly, I worke d for Hone ywe ll a s  a

S e nior P roje ct Accounta nt in the ir Ae ros pa ce  Divis ion. P rior to  tha t, my re gula tory

e xpe rie nce  include s  e mployme nt by the  Arizona  Corpora tion Commiss ion ("ACC") a s  a

P ublic Utilitie s  Ana lys t from Ja nua ry 2003 through Octobe r 2006. My ma in dutie s  a s  a

P ublic Utilitie s  Ana lys t include d re vie wing, a uditing a nd a na lyzing utility fina ncia l a nd

accounting information and presenting recommenda tions  to the  Commiss ion on beha lf of

1



1

2

3

Sta ff rega rding revenue  requirements , ra te  des ign and othe r ma tte rs . As  a  Public Utilitie s

Ana lys t,  I te s tifie d  be fo re  the  Commis s ion  in  a  numbe r o f ra te  ca s e s  a nd  o the r

proceedings.

4

5 Q. What topics do you address in your testimony?

6 A.

7

8

9

10

My te s timony cove rs  the  following topics :

I provide  a n ove rvie w of Arizona  Wa te r Compa ny's  ("AWC") a lle ga tions .

I survey the  corpora te  s tructure  of companies  in the  wa te r utility indus try.

I report on AWC's  corpora te  s tructure .

I e xp la in  how Globa l Wa te r Ma na ge me nt, LLC ("GWM") works , I re s pond

11 AWC's  cla im tha t GWM is  ine fficie nt, a nd I s how tha t GWM's  s tructure  is  not

12

13

14

a typica l.

I de s cribe  how the  Commis s ion typica lly a ddre s s e s  a ffilia te  is s ue s .

I re s pond to AWC's  c la im s  re ga rding Globa l's  ra te  of re turn.

15

16 11. Ove rview of Arizona  Wa te r's  a llega tions .

17

18 Q. What are some of Arizona Water's allegations against Global?

19 Mr. Ga rfie ld cha rge s  tha t the  Globa l e ntitie s  a re  "me re ly bus ine ss  conduits " tha t ha ve  a

or e xis te nce ."120

2 1

"u n ity o f in te re s t  a n d  o wn e rs h ip " a n d  h a v e  "n o  s e p a ra te  p e rs o n a lity

Howe ve r, Mr. Ga rfie ld offe rs  little  e vide nce  to s upport the s e  a lle ga tions .

22

23 Q-

24

Wh a t is  yo u r re s p o n s e  to  Mr. Ga rfie ld 's  c la im re g a rd in g  a  "u n ity o f in te re s t a n d

owners hip? "

25 A. I a m not s ure  wha t Mr. Ga rfie ld  me a ns  with  th is  le ga l-s ounding te rn . If he  me a ns

26 common owne rship, then the  Globa l entitie s  ce rta inly do have  common owne rship. I am

27

A.

1 Garfie ld Direct a t 8.



1

2

not a wa re  of a nything wrong with a ffilia te d compa nie s  ha ving common owne rs hip.

Indeed, Arizona  Wate r Company ("AWC") and its  a ffilia te s  have  common ownership.

3

4 Q- What o the r evidence  does  Mr. Garfie ld  re fe r to?

5 A. Mr. Ga rfie ld re fe rs  to the  ICFA a gre e me nts , to tra nsa ctions  be twe e n the  Globa l e ntitie s ,

6 a nd to G1oba I's  corpora te  s tructure .

7

8 Q. Is any of this evidence new?

9 No. The  evidence  Mr. Garfie ld re fe rs  to a re  a ll facts  known to the  Commiss ion for yea rs .

10

11 Q~ What does AWC say about Global's corporate structure?

12 A. An d  Mr.

13

Mr. Ga rfie ld points  to Globa l's  s uppos e dly "comple x" orga niza tiona l cha rt.2

Harris  re fe rs  to this  s tructure  as  "unconventiona l and unusua lly comp1ex."3

14

15 Q- Did  AWC p re s e n t a n y e vid e n c e  in  s u p p o rt o f its  c la im th a t Glo b a l's  s tru c tu re  is

16 u n u s u a lly c o m p le x?

17 No . Mr. Ga rfie ld re produce s  Globa l's  orga niza tiona l cha rt a  c h a rt  th a t h a s  b e e n

18

19

20

2 1

22

pre se nte d to the  Commiss ion on ma ny occa s ions . The re  is  ce rta inly nothing ne w or

hidde n a bout the  informa tion on this  cha rt. A copy of Globa l's  cha rt is  a tta che d a s

Exhibit JM-l. Mr. Ga rfie ld did not compa re  Globa l's  cha rt to the  cha rts  of othe r utilitie s .

Ins te a d, his  a na lys is  s e e ms  to be  "the re  a re  a  lot of boxe s  in this  cha rt, s o it mus t be

unusua lly comple x."

23

24

25

26

27

A.

A.

2 Ga rfie ld Dire ct a t 7.
3 Ha rris  Dire ct a t 11.



1 111. Survev of utility organizational structures.

2

3 Q, Have you compared Global's organizational structure to the organization of other

4 la rge  wate r companies  and the ir a ffilia tes ?

5 Yes. The re  is  nothing e s pe cia lly comple x or unique  a bout Globa l's  s tructure . It  is

6

7

common for la rge  wa te r compa nie s  to ha ve  holding compa nie s  a nd to ha ve  bus ine s s

de a lings  with a ffilia te s .

8

9 Q- Please give us an example.

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

A good e xa mple  is  Arizona -Ame rica n Wa te r Compa ny ("Arizona -Ame rica n"). Arizona -

Ame rica n 's  s ha re s  a re  owne d by Ame rica n Wa te r Works  Compa ny, Inc., a  holding

company with inte re s ts  throughout the  United S ta te s .4 Arizona -American has  a t lea s t 20

a ffilia te s  in the  Unite d S ta te s . Ame rica n Wa te r divide s  its  bus ine sse s  into a  "Re gula te d

Bus inesse s" segment and the  "Non-Regula ted Bus inesse s" segment.5 The  Re gula te d

Bus ine sse s  se gme nt include s  se pa ra te  subs idia rie s  in 18 s ta te s . The  Non-Re gula te d

Bus ine sse s  include  the  "Contra ct Ope ra tions  Group," the  "Applie d Wa te r Ma na ge me nt

Group" and the  "Homeowner Services  Group."6

1 8

1 9

20

2 1

Arizona -Ame rica n doe s  bus ine s s  with a  numbe r of its  a ffilia te s . It borrows  mone y from

"Ame rica n Wa te r Ca pita l Corpora tion."7 Arizona -Ame rica n obta ins  some  "profe s s iona l

se rvice s" (i.e . e mploye e s ) from "Ame rica n Wa te r Works  S e rvice  Compa ny."8 Affilia te s

of Arizona -Ame rica n ha ve  contra cts  to run a  la rge  wa te r tre a tme nt pla nt owne d by the22

23

24

25

26

27

4 Arizona-American Water Company, Decis ion No. 69344 (Feb. 20, 2007) a t 3.
5 Informa tion unde r "corpora te  informa tion" a t www.amwate r.com.
6 Informa tion unde r "corpora te  informa tion" a t www.amwate r.com.
7 Arizona-American Wate r Company, Decis ion No. 68994 (Oct. 20, 2006) a t 1.
8 The  Commiss ion's  Corpora tions  Divis ion webs ite  lis ts  the  "Bus iness  Type" for American Wate r
Works  Se rvice  Company as  "Profess iona l S ta ff Se rvices  to the  Wate r Utility Co". See  e .g. Direct
Te s timony of Joe l M. Ra ke r in Docke t No. WS -01303A-06-0491 a t l (noting Mr. Re ike r wa s

employed by American Wate r Works  Service  Company).

A.

A.

4



1

2

3

4

5

6

City of P hoe nix, a nd the  wa te r s ys te ms  owne d by the  Town of Ca ve  Cre e k. At le a s t five

a ffilia te s  of Arizona -Ame rica n a re  re gis te re d to do bus ine s s  in Arizona n:

Ame rica n Wa te r Ca pita l Corp.

Ame rica n Wa te r Ente rpris e s , Inc.

Ame rica n Wa te r Ope ra tions  a nd Ma inte na nce , Inc.

Ame rica n Wa te r Re s ource s , Inc.

Ame rica n Wa te r Works  S e rvice  Compa ny, Inc.7

8

9 An orga niza tiona l cha rt for Ame rica n Wa te r ba s e d on this  informa tion is  a tta che d a s

Exhibit J M-2.10

11

12 Q. Please discuss the American Water chart.

13 Both Ame rica n Wa te r a nd Globa l ultima te ly own nume rous  utility compa nie s . Both

14

15

16

17

18

19

20

s tructures  have  a  holding company a t the  top. American Water Works  Services  Company

e mploys  va rious  profe s s iona ls  who provide  s e rvice s  to the  utilitie s . Thus , the  S e rvice s

Compa ny pe rforms  a  s imila r function to Globa l Wa te r Ma na ge me nt. Ame rica n Wa te r

doe s  ha ve  s e ve ra l unre gula te d compa nie s  tha t ha ve  no dire ct e quiva le nt in Globa l's

s tructure . Exa mple s  include  Ame rica n Wa te r Ca pita l (le nding to utilitie s ), Ame rica n

Wa te r Re source s  (se rvice  line  insura nce  to home owne rs )10, a nd Ame rica n Wa te r USA

(unre gula te d a ctivitie s ). Thus , Ame rica n Wa te r's  corpora te  s tructure  is  more  comple x

tha n Globa l's .21

22

23 Q. P le a s e  g ive  a no the r e xa mple .

24

25

Certa inly. American Wate r is  the  la rges t wa te r holding company in the  United S ta te s , so

le t's  look a t the  second la rges t, United Wate r Resources , Inc. United Wate r is  owned by

26

27
9 According the  Commis s ion's  Corpora tions  Divis ion we b s ite , the s e  compa nie s  s ha re  a
"Voorhe e s , Ne w J e rs e y" he a dqua rte rs  with Arizona -Ame rica n.
10 S e e  Arizona -Ame rica n Wa te r Compa ny, De cis ion No. 68916 (Aug. 29, 2006).

A.

A.
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1

2

3

4

S ue z, a  Fre nch joint s tock compa ny.H Unite d Wa te r ha s  25 utility s ubs idia rie s  in  8

s ta te s .l2 The  utility subs idia rie s  a re  owne d by Unite d Wa te rworks , Inc., which is  owne d

by Untie d Wa te r Re source s , Inc.13 Unite d Wa te r a lso owns  Unite d Wa te r Ma na ge me nt

a nd S e rvice s , Inc., which e mploys  profe s s iona ls  who provide  s e rvice s  to  the  utility

companies .14 Charges  from this  se rvice  company can constitute  a  la rge  expense  item for

the  utility compa ny.15 An orga niza tiona l cha rt ba se d on this  informa tion is  a tta che d a s

Exhibit J M-3.

Q. Pleas e  compare  United  Wate r's  s truc ture  to  Globa l's .

Both compa nie s  own ma ny utility compa nie s . Both compa nie s  ha ve  a  holding compa ny

a t the  top, with an inte rmedia te  holding company be low tha t then owns  the  utilitie s , Both

provide  e mploye e s  to the  utilitie s  through a n a ffilia te d compa ny. Thus , the  s tructure s  of

United Wate r and Globa l a re  quite  s imila r.

Q- Pleas e  provide  a  furthe r example .

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Anothe r la rge  compa ny is  S outhwe s te rn Wa te r Compa ny, which ha s  a n a gre e me nt to

work with AWC unde r ce rta in circums ta nce s . S outhwe s te rn ha s  a  "Utility Group" tha t

owns  five  utilitie s  a nd a  "S e rvice s  Group" tha t provide s  unre gula te d s e rvice s  through

four othe r companies .16 The  utilitie s  a re  cha rged for the  se rvices  of ce rta in employees  of

11 SEC Form 20-F filed by Suez on June 29, 2007 at 1 and 23 .
12 www.unite dwa te r.com/ownope rt.htm.
13 United Wate r Pennsylvania , Inc., 2007 WL 1028940 (Pe nnsylva nia  Public Utilitie s
Commiss ion, March 26, 2007)(Applica tion 210013F0017), unde r "His tory of the  P roceeding."
14See  United Water Arkansas , Inc., 2004 WL 3627632 (Ark. Public Se rvice  Commiss ion, July 14,
2004)(noting tha t witness  was  employed by United Water Management and Services , Inc.), Unite d
Wa te r Illinois , Inc., 2000 WL 34446681 (January 26, 2000)(same), United Wate r Idaho, Inc.,
2000 WL 1471586 (September 5, 2000)(discussing proposed audit of se rvices  provided by United
Water Management and Services, Inc.)
15 United Wate r Idaho, Inc., 2000 WL 1471586 (September 5, 2000)(se rvice  company costs  of
$1,306,824 out of tota l Ope ra ting Expenses  of $17,l28,657). It is  not known whe the r the  utility
companies  have  additiona l employees  of the ir own.
16 www.s wwc.com unde r "Ope ra tions".

A.

A.
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Hold ing  Compa ny
o r Own e r

Arizona Utilities
(Owned / Managed)

Exa mple
Exh ib it

Robson 9/9 Logo De l Oro Wate r Co.
J m-6

Brooke(Chrys ta1
Investments) 21

7/7 Pine  Wate r Co.
J M-7

A18oHquin LL 7/7 Rio Rico Utilitie s
J M-8

1 the  holding company.17 An organiza tiona l cha rt based on this  infonna tion is  a ttached a s

Exhibit J M-4.2

3

4 Q- Do you have some examples from Arizona?

5

6

7

8

9

1 0

Ye s . We  ha ve  a lre a dy dis cus se d Arizona -Ame rica n. Anothe r e xa mple  is  Ame rica n

S ta te s  Wa te r Compa ny. Ame rica n S ta te s  owns  a  la rge  utility in Ca lifornia , a nd it a ls o

owns  Cha pa rra l City Wa te r Compa ny in  Arizona .18 Ame rica n S ta te s  a ls o owns

"Ame rica n  S ta te s  Utility S e rvice s , Inc .", which  in  tum owns  thre e  compa nie s  tha t

provide  unre gula te d s e rvice s .19 An orga niza tiona l cha rt ba s e d on this  informa tion is

a tta che d a s  Exhibit J M-5. Additiona l orga niza tiona l cha rts  for Arizona  utilitie s  a re

attached as follows :11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

2 0

2 1

22

23

24

25

26

27

17 Suburban Water Systems, Ca lifornia  P ublic Utilitie s  Commiss ion De cis ion 03-05-078 ( Ma y 22,
2003)(unde r "Pa rent Company Alloca tion").
13 SEC Form 10-K fie ld by American Sta tes  Water Company for 2006 a t 3.

Id . ,
20 Chart based on most recent annual reports  on the  Corpora tions Division website , Decision No.
67670 (March 9, 2005); Decis ion No. 68243 (October 25, 2005)
21 Chart based on most recent annual reports  on the  Corpora tions Division website , Direct
Testimony of Robert Hardcastle  in 2003 Pine  Water Company ra te  case , Decis ion No. 60972
(June  19, 1998), Decis ion No. 68246 (October 25, 2005).
22 Chart based on Direct Testimony of Michae l D. Weber, Gold Canyon Rate  Case  (Docket No.
06-0015), Decis ion No. 68826

A.
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P ivota l 5/6 Corona do Utilitie s , Inc.
J m-9

UtilitySouthwestern
Mgt / Buck Lewis  24

4 / 12 Va lle y WaterSonoita
Company J M-10

Ro b in  Th is 3 /3 This Utility Co.
J m-11

Ma rk Gra p o 4/4 Ve rnon Va lle y Wa te r
J M-12

1

2

3

4

5

6

7

8

9 Q- What conclusions can you draw concerning medium and large sized Arizona

1 0 utilitie s ?

11

1 2

It  is  c o m m o n

subsidia ries .

fo r s u ch  u tilitie s  to  h a ve  co rp o ra te  s tru c tu re s  in vo lvin g  mu ltip le

S e ve ra l s uch  u tilitie s  ha ve  a ffilia te s  who provide  s ome  or a ll o f the

1 3

1 4

1 5

1 6

e mploye e s  us e d to ope ra te  the  utility. La rge  utilitie s  te nd to ha ve  holding compa nie s ,

while  me dium or sma ll utilitie s  do not. In ge ne ra l, the  comple xity of corpora te  s tructure

increases  with the  s ize  of the  ente rprise . These  la rge r utilitie s  a lso tend to have  the  most

sophis tica tion in te rns  of ope ra tiona l, enginee ring, and financia l capabilitie s .

1 7

1 8 Q. Based on this survey, is Global's corporate structure atypical?

1 9 No, not for a  la rge  utility.

20

2 1

22

23

24

25

26

27

23 Chart based on most recent annual reports  on the  Corpora tions  Divis ion website , Applica tion
filed Feb. 10, 2005 in Docke t 05-0086, Decis ion No. 69209 (Dec. 21, 2006).
24 Chart based on www.southweste rnuti1ity.com, most recent annual reports  on the  Corpora tions
Divis ion we bs ite .
25 Chart based on most recent annual reports  on the  Corpora tions Divis ion website , Decis ion No.
69206 (Dec. 21, 2006)
26 Chart based on Decision No. 69963 (Oct. 30, 2007).

A.

A.
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Typ e Arizona Water Glo b a l

Holding Compa ny Unite d Re s ource s ,

In c .

Globa l Wate r Resources , LLC

Inte rme dia te  Holding

Co.

Utility Inve s tme nt Co. Globa l Wa te r, Inc.

Utility Affilia te s Multip le Multip le

Management / Services N/A Globa l Wa te r Management, LLC

Re a l Es ta te Ros e me a d P rope rtie s N/A

1 Iv. Analvsis of Arizona Water's Corporate Structure.

2

Q. Have  you  reviewed AWC's  corpora te  s truc ture?

Ye s . AWC ha s  s e ve ra l a ffilia te s . AWC is  owne d by Utility Inve s tme nt Compa ny, which

is  owne d by Unite d Re s ource s , Inc. AWC s ta te s  tha t it doe s  not know the  owne rs  of

United Resources . AWC a lso ha s  a  s is te r utility in Ca lifornia , a nd a  re a l e s ta te  a ffilia te

known a s  "Ros e me a d P rope rtie s ." An orga niza tiona l cha rt for AWC is  a tta che d a s

Exhibit Jm-13.28

Q- How does  AWC's  s truc ture  compare  to  Globa l's ?

3

4

5

6

7

8

9

10

11

12

The  ta ble  be low s hows  tha t the  s tructure s  a re  s imila r in s e ve ra l re s pe cts .

Q. Please discuss the differences between AWC's and Global's structures.

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

Globa l has  a  management a ffilia te , while  AWC does  not. AWC has  a  rea l e s ta te  a ffilia te ,

while  Globa l doe s  not. Exhibits  J M-l to  J M-12 s how tha t ma na ge me nt a ffilia te s  a re

27 AWC response  to Global 1.4.
28 Chart based on AWC response to Global 1.3 .

A.

A.

A.
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common, while  re a l e s ta te  a ffilia te s  a re  uncommon (only Robs on ha d a  re a l e s ta te

a ffilia te ).

1

2

3

4 Q- Does  AWC trans ac t bus ines s  with  its  a ffilia tes ?

Ye s . AWC a nd Utility Inve s tme nt Compa ny ha ve  va rious  tra ns fe rs  be twe e n the m.

AWC a lso does  bus iness  with Rosemead. AWC leases  its  headquarte rs  in Phoenix from

Rose me a d, a nd it a lso le a se s  a n office  in La ke s ide  from Rose me a d. 30 AWC ha s  a lso

purchased land from Rosemead in the past.31

v. Global Water Management.

A. Overview of Global Water Management.

Q- What does Global Water Management do?

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

Globa l Wa te r Re s ource s , LLC ("Globa l P a re n t") a nd  its  s ubs id ia rie s  do  no t ha ve

e mploye e s  o f the ir own. Ins te a d , a ll e mploye e s  a re  e mploye d  by Globa l Wa te r

Management, LLC ("Globa l Management"). These  employees  pe rform functions  such a s

cus tome r s e rvice , billing a nd fie ld ope ra tions . Ea ch compa ny pa ys  a  cos t-ba se d fe e  to

Globa l Ma na ge me nt to pa y for the s e  e mploye e s . The  fe e  ha s  two pa rts : (1) a  pe r-

customer fee , and (2) a  fee  based on a  percentage  of capita l expenditures  for construction

management and oversight.

22

23

24

25

26

27

29 AWC Response to Global 3.12.
30 AWC Response  to Global 3.3 and 3.4, AWC Response  to Global 1.71
(Awc /G Lo BAL0 0 0 0 0 l).
31 AWC Response to Global 3.3.

A.

A.
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Q. Why is  the  s econd fee  appropria te?

A lot of s ta ff time  is  involve d in de s igning, pe rmitting a nd ma na ging the  cons truction of

capita l projects . This  fee  a lloca te s  these  cos ts  to the  utility tha t causes  the  cos ts , so tha t

lower-growth utilitie s  (and the ir ra tepayers) a re  protected.

Q- Does Global Parent also pay for the services of Global Management?

Ye s , Globa l P a re nt pa ys  for the  s e rvice s  of the  e mploye e s  it use s . Globa l P a re nt pa ys

Globa l Ma na ge me nt for Globa l's  four highe s t e xe cutive s . Thus , Globa l's  re gula te d

utilitie s  do not pa y for the s e  e xe cutive s . In contra s t, AWC pa ys  for its  e xe cutive s , a nd

those costs are passed along to ratepayers.

Q- Why not jus t hire  employees  for each company?

Globa l Pa re nt ha s  18 subs idia rie s . It would not be  pra ctica l to hire  se pa ra te  e mploye e s

for e a ch utility. For e xa mple , it is  more  e fficie nt to ha ve  one  s e t of cus tome r s e rvice

worke rs , tha n to ha ve  18 se pa ra te  s e ts . To ha ve  18 se pa ra te  s e ts , mos t utilitie s  would

ha ve  only pa rt-time , limite d cus tome r s e rvice  a va ila bility. By pooling the  cus tome r

se rvice  function and employees  across  a ffilia te s , Globa l is  able  to de live r be tte r and le ss

expensive  customer service .

Q- How does  this  s truc ture  re la te  to  cons olida tion of s mall utilities ?

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A common pool of e mploye e s  a llows  Globa l to e fficie ntly a nd quickly inte gra te  ne w

a cquis itions . S ome  of the s e  utilitie s  would not be  via ble  if the y ha d to ha ve  the ir own

e mploye e s . A good e xa mple  is  Wa te r Utility of Northe rn Scottsda le  (WUNS), which ha s

only 73 cus tome rs . As  a  s ta nd a lone  utility, WUNS  would not be  a ble  to a fford e ve n a

s ingle  full time  e mploye e . But a s  pa rt of Globa l, WUNS ha s  a cce ss  to the  skills  of more

than a  hundred professionals , including a  number of engineers .

A.

A.

A.

A.
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1 There is no extra "profit layer" with Global Management.

2

Q- What allegations does AWC make about Global Management?

Mr. Ga rfie ld cla ims  tha t Globa l Ma na ge me nt ha s  a  "hidde n la ye r of profit" a nd a n "e xtra

la ye r of profit."32

actua l cos ts  with additiona l profit rna rgin."33

Mr. Ha rris  s imila rly cla ims  tha t Globa l Ma na ge me nt "ma rks  up the

Q. Are  th e s e  a lle g a tio n s  c o rre c t?

Abs o lu te ly no t.  The  u tilitie s  pa y a  c os t-ba s e d  fe e .  No  p ro fit c om pone n t is  inc lude d  in

the  fe e .  In  fa c t,  Globa l Ma na ge m e nt los t m one y in  200634, a nd it ha s  los t m one y s o fa r

th is  ye a r. "

Q- Has the Commission dealt with the issue of a "profit layer" being included in

affiliate charges before?

Ye s . Whe ne ve r a  utility with s ignifica nt a ffilia te  re la tions  come s  in for a  ra te  ca s e  this

issue must be (and is) addressed.

Q. Can you give some examples of the Commission addressing this issue before?

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

A. Ye s . Algonquin is  a  good e xa mple . Algonquin ha s  a n a ffilia te  ca lle d Algonquin Wa te r

S e rvice s . All e mploye e s  work for Algonquin Wa te r S e rvice s , which include d a  profit

compone nt in its  bills  to Algonquin's  re gula te d utilitie s . The  Commis s ion cons ide re d

Algonquin Water Services  in two recent ra te  cases .

32 Ga rfie ld Dire ct a t 5 a nd 6.
33 Ha rris  Dire ct a t 13.
34 S upple m e nta l Re s pons e  to  S TF l. l,  Gw(06-0200)001777 to  GW(06-0200)001786 (Highly
Confide ntia l).
35 GW(06-0200)05 l173 to GW(06-0200)05 l177 (Highly Confide ntia l).

A.

A.

A.

B.
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1 Q- How did the  Commis s ion addres s  Algonquin Water Services ?

2

3

4

5

6

The  Commiss ion did not a llow the  profit compone nt of Algonquin Wa te r S e rvice s  to be

re cove re d in ra te s .36 The  Commis s ion did not find tha t Algonquin Wa te r S e rvice s , or

Algonquin Wa te r Re s ource s , we re  public s e rvice  corpora tions . While  Globa l doe s  not

have  the  a ffilia te  profit is sue  pre sented by Algonquin, the  Commiss ion's  expe rience  with

Algonquin shows that such affilia te  issues can be  addressed in a  ra te  case .

7

8 Q. Do you have  another example  of the  Commis s ion addres s ing a ffilia te  profits ?

9

1 0

11

Ye s . This  is sue  a lso ca me  up in the  re ce nt Fa r We s t Wa te r a nd S e we r Compa ny ("Fa r

West") ra te  case . Aga in, in tha t case  the  Commiss ion was  able  to identify and disa llow

certa in payments  to Fa r West's  a ffilia te  tha t were  identified a s  profit.

1 2

1 3 Q.

1 4

Yo u  h a ve  p ro vid e d  e xa mp le s  o f re c e n t ra te  c a s e s  with  a ffilia te  p ro fit is s u e s  fo r

la rge r u tilitie s . Are  s uch is s ues  unique  to  la rge  utilitie s ?

1 5

1 6

1 7

1 8

1 9

20

2 1

22

No. In fa ct, the  is sue  of a ffilia te  profits  is  de a lt with routine ly during ra te  ca se s  for sma ll

wa te r companie s . As  I s ta te d a bove  ma ny s ma ll wa te r compa nie s  a re  ope ra te d by

a ffilia te s  a nd thus  whe n the y come  in for ra te  ca se s , pa yme nts  to the  a ffilia te s  mus t be

addressed. For e xa mple , Bra ds ha w Mounta in Vie w Wa te r Compa ny's  ("Bra ds ha w")

makes  payments  to Bradshaw's  management a ffilia te  (Bradshaw Management Corp.) In

Bradshaw's  mos t re cent ra te  ca se , the se  payments  we re  included a s  "outs ide  se rvice s",

which wa s  the  la rge s t s ingle  e xpe ns e  ite m a nd wa s  fully one  third of tota l e xpe ns e s .

The s e  e xpe ns e s  we re  a cce pte d  by S ta ff a nd  a llowe d by the  Commis s ion  without

comment in Decis ion No. 68861 .23

24

25

26

27 36 Gold Canyon Sewer Company,Decis ion No. 69664 (June  28, 2007) a t 12-22.
s7 Decision No. 69335.

A.

A.

A.
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1 Q. Ha s  th e  Co m m is s io n  p ro vid e d  a n y s ta te m e n ts  re g a rd in g  th e  is s u e  o f a ffilia te

2 p ro fits ?

3

4

A. Ye s , I be lie ve  the re  a re  two re ce nt De cis ions  whe re  this  is s ue  wa s  cons ide re d a nd I

be lieve  they provide  guidance  for the  considera tion of this  case .

5

6

7

8

Firs t, in Black Mounta in Sewer Co., De cis ion No. 69164, the  Commiss ion stated "(W)e

ma ke  no finding a s  to the  re a s ona ble ne s s  of the  Algonquin a ffilia te  s tructure  a nd, in

fu tu re  ca s e s  invo lving  the  Algonquin  compa nie s , we  e xpe ct a ll a ffilia te  s a la rie s ,

expenses , and billings to be  scrutinized to avoid potentia l abuses ."9

10

11

12

13

14

Second, in Fa r We s t Water and Sewer Co., Decis ion No. 69335 the  Commiss ion s ta ted,

in dis a llowing a ffilia te  profit: "Be ca us e  the  purpos e  of the s e  dis a llowa nce s  is  not to

punish any misconduct, it is  not necessa ry, as  the  Company a rgues , to have  a  showing of

misconduct in orde r to disa llow these  amounts  from plant in se rvice ."

15

16

17

18

19

In  ne ithe r o f the s e  ca s e s  d id  the  Commis s ion  find  tha t the  a ffilia te  s tructure  wa s

unre a sona ble  or tha t the  a ffilia te  profits  cons titute d misconduct. in both of the se  ca se s

the  a ffilia te  profit is s ue  wa s  tre a te d a s  a  pure ly ra te ma king is s ue . The  a ffilia te  profits

were  trea ted jus t like  any othe r disa llowed expense . There  was  no Order to Show Cause

or other investiga tion opened to examine  these  a ffilia te  issues.20

21

22

23

24

S o in two re ce nt ca se s  whe re  a ffilia te  profits  we re a ctua lly discove re d the  Commiss ion

did  not find a ny wrongdoing, but in  the  curre nt compla int ca s e  AWC is  a s king the

Commission to find aga inst Globa l based on the  pote ntia l for a ffilia te profits .

25

26

27

14



1 a Global Management is not aberrant.

2

3 Q. What e ls e  does  AWC c la im?

4 mode l",

5

Mr. Ha rris  s ta te s  th a t G lo b a l Ma n a g e me n t is  a n  "a b e rra n t s e rvice an

"unconventiona l mode l" and tha t only one  othe r utility in Arizona  has  such a  mode l.

6

7 Q. Is  Mr. Ha rris  c o rre c t?

8 A. No .

9

As my surve y of wa te r utility corpora te  s tructure s  shows , it is  not unusua l for some

e mploye e s  to  work for "s e rvice " a ffilia te s . The

1 0

11

o r a ll non-utility "ma na ge me nt" or

following entitie s  appea r to provide  (or have  provided) a ll employees  for utilitie s :

Southwes te rn Utility Management, Inc.

1 2

1 3

Firs t Na tiona l Management

Castle  and Cooke  Arizona , Inc. (Pueblo De l Sol Wate r Company)

1 4

1 5

1 6

1 7

1 8

1 9

20

2 1

22

23

24

Nordic Corp.

Bradshaw Management Corp.

Wa te r Utility Adminis tra tive  S e rvice s "

Algonquin Wate r Se rvices

Globa l Wate r Management, LLC

Other entitie s  provide  a t leas t some of the  employees  for a  utility:

American Wate r Works  Se rvice  Company, Inc.

United Water Management and Services , Inc.

Affilia te  of Va il Wa te r Compa ny

Affilia te  of Rio Ve rde  Utilitie s

P ivota l Utility Ma na ge me nt, LLC

Brooke  Utilitie s25

26

27 38 Harris  Direct a t 3, 16.
39 Provided a ll employees  for West Maricopa  Combine  prior to acquis ition by Globa l.

A.
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1

2

The re fore , the  Globa l Ma na ge me nt mode l is  not "a be rra nt" or "unconve ntiona l" a s

cla ime d by Mr. Ha rris .

3

4 Q- Did  Mr. Ha rris  e ve r work fo r s uc h  a  c ompa ny?

5

6

7

8

Ye s . From J uly 2002 to  Ma rch 2007, Mr. Ha rris  worke d for Ame rica n Wa te r Works

S e rvice  Compa ny.40 During this  time , Mr. Ha rris  provide d se rvice s  to Illinois -Ame rica n

Wa te r Compa ny, a nd la te r, Arizona -Ame rica n Wa te r Compa ny, but he  wa s  not a n

e mploye e  of thos e  compa nie s . Thus , indus try norms  a s  we ll a s  Mr. Ha rris ' own work

his tory be lie s  his  "a ll e mploye e s  should work for the  utility" the ory.9

10

11 D. Relative Efficiency of Global Management.

12

13 Q. What else does AWC say?

14 Mr. Harris  s ta tes  tha t the  Globa l Management mode l is  ine fflcient.41

15

16 Q~ Does  Mr. Harris  poin t to  any quantita tive  evidence  to  s upport th is  c la im?

17 A. No. Mr. Ha rris  a nd Mr. Ga rfie ld ha ve  offe re d a bsolute ly no fa ctua l da ta  to ba ck up this

18

19

20

21

cla im re ga rding e fficie ncy. The y ha ve  provide d no re fe re nce  to a ny s tudy of e fficie ncy

of wa te r utilitie s  conducte d e ithe r by AWC or by a  third pa rty. The y do not e xpla in how

the y obta ine d knowle dge  re ga rding the  e fficie ncy of diffe re nt wa te r utilitie s . The y don't

even expla in wha t they mean by the  te rm "e fficiency."

22

23 Q. Is  Globa l Management les s  e ffic ient?

24 No. Aga in , it would  be  ne ithe r pra ctica l nor e ffic ie n t to  ha ve  18  d iffe re nt s e ts  of

This  s tructure  a llows  s ma lle r u tilitie s  to  ha ve  a cce s s  to  much gre a te r25 employees.

26

27 40 Harris  Direct a t 2.
41 Harris  Direct a t 11-14.

A.

A.

A.
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1

2

3

4

5

e mploye e  re s ource s  tha n the y othe rwis e  would. In a ddition, e conomie s  of s ca le  a llow

e mploye e s  to spe cia lize  a nd thus  be come  more  e fficie nt. For e xa mple , a  sma ll utility - if

it ca n  a ffo rd  fu ll time  e mploye e s  a t a ll -- will ha ve  on ly a  fe w "ja ck o f a ll tra de s "

employees. In  contra s t, unde r Globa l Ma na ge me nt, the  s a me  u tility is  s e rve d  by

specia lized customer service  representa tives, accountants, engineers, and fie ld operators.

6

7

8 How do you

9

Mr. Ga rfie ld  c la im s  th a t  h is  e x e r ie n c e  h a s  ta u  h t  h im  "th a t  a  u t ile works  mos tP g

effic iently when it h ires , tra ins , pays  and re ta ins  its  own employees ."42

res pond to this  line  of a rgument?

10

11

12

13

14

15

This  a rgument is  inte re s ting but unconvincing for three  rea sons . Firs t, it is  appa rent tha t

AWC does  sha re  a t leas t some  employees  amongst its  va rious  divis ions  and sys tems.43

If a ny s uch  s ha ring  doe s  ta ke  p la ce  the n  AWC's  orga niza tiona l s tructure  ma y be

functiona lly ve ry s imila r to Globa l's . From a  functiona l s ta ndpoint I s e e  little  diffe re nce

in s ha ring e mploye e s  a mongs t s e pa ra te  compa nie s  (the  Globa l mode l) a nd s ha ring

employees  amongst separa te  divis ions  and systems within one  company (AWC's  model.)

16

17

18

19

20

21

22

23

S e cond, Globa l's  bus ine s s  mode l wa s  s e t up with e conomie s  of s ca le  s pe cifica lly in

mind. S ha ring e mploye e s  a cros s  the  va rious  Globa l u tility a ffilia te s  ha s  obvious

efficiency benefits . For example , suppose  tha t a  customer of Santa  Cruz (wate r) and Pa lo

Ve rde  (wa s te wa te r) ca lls  cus tome r s e rvice  with a  que s tion a bout both the ir wa te r a nd

wa s te wa te r bills . If e mploye e s  we re  de dica te d e xclus ive ly to S a nta  Cruz or P a lo Ve rde

the  cus tome r would ha ve  to be  put on hold a nd tra ns fe rre d a round. I be lie ve  it is  more

efficient for one  employee  to be  able  to answer both questions about Santa  Cruz and Pa lo

24 Verde .

25

26

27

42 Garfield page 5 lines 22-23.
43 See  Direct Tes timony of William M. Garfie ld filed Janua ry 26, 2007 in Docke t W-01445A-06-
0199 e t. a l. page  25 where  Mr. Garfie ld s ta tes  explicitly tha t the  various  AWC systems share  a
billing de pa rtme nt.

A.

Q.
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1 Third, in the  pa s t, Mr. Ga rfie ld himse lf ha s  a rgue d tha t the  AWC bus ine ss  mode l ma ke s

e fficiencie s  of sca le  difficult to achieve .2

3

4

5

You  s ta te d  a bove  tha t Mr. Ga rfie ld  ha s  p re vious ly a rgue d  tha t the  AWC bus ine s s

model makes  effic ienc ies  of s ca le  difficult to achieve . Pleas e  e labora te  on this  point.

6

7

8

9

1 0

11

In AWC's  la s t ra te  ca se  Mr. Ga rfie ld submitted te s timony whe re  he  pointed out tha t if an

e mploye e  is  de dica te d e xclus ive ly to one  sma ll utility sys te m, tha t e mploye e  will not be

a ble  to  s pe cia lize  in  pa rticula r ta s ks  a nd th is  la ck of s pe cia liza tion pre ve nts  s ca le

e fficie ncie s  from be ing re a lize d. Mr. Ga rfie ld us e d this  ina bility to a chie ve  e fficie ncie s

a s  one  re a son why AWC fa ce s  e nha nce d bus ine ss  risk.44 To quote  Mr. Ga rfie ld's  ra te

case  te s timony directly:

1 2

1 3

1 4

1 5

1 6

1 7

1 8

1 9

20

The  re sult is  the  Compa ny ca nnot a chie ve  the  ope ra tiona l e conomie s  of
s ca le  tha t a  s ing le , la rge  wa te r s ys te m of 72 ,000  cus tome rs  would
othe rwise  re a lize . Aga in, by wa y of e xa mple , sma ll sys te ms  te nd to ha ve
pe rs onne l tha t a re  multi-d is cipline d a nd a ble  to  pe rform a  numbe r of
diffe re nt ta s ks . La rge  s ys te ms  te nd to  ha ve  pe rs onne l tha t a re  more
specia lized. The  result is  tha t la rge  systems have  personnel tha t focus on a
s ma ll ra nge  of ta s ks  a nd  te nd  to  be  more  e ffic ie n t a t s uch  ta s ks . In
contra s t, sma ll sys te ms  ha ve  pe rsonne l tha t mus t be  a ble  to comple te  a
wide  ra nge  of ta s ks , fo r e xa mple , ope ra ting  we lls , ch lorina tion  a nd
trea tment equipment, ins ta ll wa te r se rvice s  and me te rs , repa ir le aks , read
meters , collect wa te r samples , turn se rvices  on and off, among many other
ta s ks . While  re s ulting in multi-dis cipline d e mploye e s  tha t ca n pe rform
many diffe rent ta sks  (a  clea r bene fit to sma lle r wa te r sys tems  with limited
s ta ffing) the y ge ne ra lly ca nnot ope ra te  a s  e fficie ntly a t a ny one  ta sk, a s
e mploye e s  of a  la rge r s ys te m could s ince  the y pe rform the  s a me  or a
similar task over and over.45

2 1

22

23

24

This  ra te  ca s e  te s timony s e e ms  to  conflict with  Mr. Ga rfie ld 's  a s s e rtions  re ga rding

e fficie ncy in this  ca se . In this  ca se  Mr. Ga rfie ld a rgue s  tha t Globa l's  pra ctice  of sha ring

(GWM) e mploye e s  a cros s  s e ve ra l wa te r s ys te ms  re s ults  in Globa l be ing le s s  e fficie nt

tha n AWC. Howe ve r, in the  ra te  ca s e  te s timony cite d a bove  Mr. Ga rfie ld a rgue d tha t25

26

27
44 See  Direct Tes timony of William M. Garfie ld filed September 8, 2004 in Docke t W-01445A-
04-0650 a t 9-1 l .
45 Id.

A.

Q.
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1

2

AWC's (apparent) practice  of not sharing employees  across  severa l water systems results

in AWC be ing le s s  e fficie nt.

3

4 E. Effect on Rate Case Complexity

5

6 Q- But doesn't Global's structure make rate cases more complex?

7

8

9

No . Any time  the re  a re  e mploye e s  who be ne fit multiple  units  with s e pa ra te  ra te s ,

a lloca tion is s ue s  will occur. This  is  true  whe the r the  units  a re  s e pa ra te  compa nie s  or

divis ions  within a  compa ny.

1 0

11 AWC pre se nts  a  good e xa mple  of this  proble m. It ha s  18 se pa ra te  divis ions .46 These

1 2

1 3

1 4

1 5

1 6

1 7

1 8

divis ions  e a ch ha ve  se pa ra te  ra te s  de te rmine d by the  Commiss ion. Some employees ,

such a s  Mr. Ga rfie ld a nd Mr. Ha rris , work in AWC's  Phoe nix he a dqua rte rs . The  cos ts  of

the s e  e mploye e s  mus t be  a lloca te d to e a ch of the  18 divis ions . This  is  typica lly done

us ing a  thre e -fa ctor or four-fa ctor a lloca tion formula . Inte rna l a lloca tion proce s se s  ca n

be  quite  complex and a re  not a lways  easy to audit. In fact, s ince  the  a lloca tion process  is

comple te ly inte rna l it ma y offe r le ss  tra nspa re ncy tha n would a  proce ss  tha t involve s  a n

a ffilia te  re la tionship.

1 9

20 In  a ddition , s ome  of AWC's divis ions  a re  in  proximity to  o the r d ivis ions . If s uch

2 1

22

divis ions  a re  se rved out of a  common office , then the  cos ts  of those  employees  mus t be

a lloca ted to each divis ion se rved by tha t office .

23

24

25

26

None  of this  is  a  criticis m of AWC. Its  s tructure  s e e ms  to work we ll for it. Tha t ma y be

because  AWC and its  s is te r utility, San Gabrie l, a re  both la rge  and a re  loca ted hundreds

of miles  apart. The ir la rge  s ize  reduces  the  need to share  employees , while  the ir dis tance

27

A.

46 Arizona  Wa te r Compa ny, De c is ion  No . 66849  (Ma rc h  19 , 2004) a t 1 .
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1 ma ke s  s ha ring le s s  fe a s ible .

Arizona .

In  contra s t, Globa l ha s  18  s ubs id ia rie s  a ll loca te d  in

Q- Do you have another example of allocation problems for utilities that have their own

employees?

A. Yes . A good example  is  Golden S ta te  Wate r Company, the  s is te r company of Chapa rra l

City Wa te r Compa ny. Golde n S ta te  ha s  516 e mploye e s .47 Those  e mploye e s  mus t be

a lloca te d be twe e n its  thre e  dis tricts .48 In a ddition, those  e mploye e s  a lso provide  some

s e rvice s  to s ma lle r a ffilia te s . S o the  e mploye e  cos t mus t a ls o be  a lloca te d be twe e n

Golden S ta te  and its  a ffilia te s . It took the  CPUC 32 pages  to discuss  how tha t a lloca tion

should be determined.49

In  s hort,  Employe e  a lloca tion  is s ue s  will e xis t fo r la rge  compa n ie s , whe the r the

employees  work for the  utility or a  management a ffilia te .

Q. Mr .  Ha r r is  p r e d ic t s  t h a t  " e v a lu a t in g  S C WC ' s  fu t u r e  r a t e  f ilin g s  w ill b e

e xtra o rd in a rily c o mp le x, if n o t imp o s s ib le , a n d  time  in te n s ive ."50 Ho w d o  yo u

res pond to this  predic tion?

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

I will s ta rt by admitting outright tha t Globa l does  not expect a  future  Santa  Cruz ra te  case

to be  s imple  a nd e a s y. Ra te  ca s e s  for Cla s s  A utilitie s  a re  s e ldom s imple  or e a s y.

However, the re  is  nothing unique  about Santa  Cruz tha t will make  a  ra te  ca se  for it more

difficult tha n one  for a ny othe r Cla ss  A utility.

47 SEC Form 10-K filed by American States Water Company for 2006 a t 4.
48 Golden State Water Co., Ca lifornia  Public Utilitie s  Commiss ion De cis ion 07-10-034 (Octobe r
18, 2007) a t 43.
49 Id. at 11-43.
50 Harris  Direct a t 10.

A.
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1 Q,

2

3

AWC's (unsupported) c la im that  future  Santa  Cruz ra te cases will be

extraordinarily complex could lead one to believe that AWC's business model

results in simplified rate cases; do you believe this to be the case?

4

5

6

7

8

No. In fa ct, re ce nt AWC ra te  ca s e s  ha ve  be e n e xtra ordina rily comple x. In De cis ion

68302 the  Commiss ion spe cifica lly cite d "the  comple xity of the  ca se " a s  jus tifica tion for

a llowing re cove ry of AWC's  ra te  ca s e  e xpe ns e  ($250,000.) Inte re s tingly, both RUCO

a nd the  Commiss ion cite d the  numbe r of diffe re nt sys te ms  involve d in the  ca se  to be  a

factor that added to the cases complexity.51

9

10 VI. Re fle c tio n s  o n  a ffilia te  re g u la tio n .

11

12 Q. Ho w d o e s  th e  Co m m is s io n  n o rm a lly a d d re s s  a ffilia te  is s u e s ?

13 Th e  C o m m is s io n  h a s  two  m a in  m e th o d s  o f a d d re s s in g  a ffilia te  is s u e s . F irs t, the

14

15

16

Com m is s ion will a lwa ys  look a t a ffilia te  is s ue s  during a  ra te  ca s e .  S ta ff a nd RUCO will

typica lly s crutinize  c los e ly a ny tra ns a ctions  with a ffilia te s .  The  re ce nt Gold Ca nyon ra te

ca se  shows tha t ra te  ca se s  a re  a de qua te  to cove r a ffilia te  is sue s .

17

18 S e cond, the  Com m is s ion ha s  its  Holding Com pa ny a nd Affilia te d Inte re s ts  Rule s . Thos e

19

20

2 1

22

23

ru le s  only a pply to  la rge  "Cla s s  A" utilitie s .  For e xa m ple ,  Gold  Ca nyon is  only a  "Cla s s

B" u tility,  a nd  wa s  thus  not cove re d  by the  ru le s .  The  a ffilia te  ru le s  inc lude  provis ions

gove rning a cce s s  to re cords , re la tions hips  be twe e n a ffilia te s ,  re ports ,  a nd re quire m e nts

for a pprova ls  of ce rta in tra ns a ctions . Globa l Wa te r .-- S a nta  Cruz Wa te r Compa ny is  now

a  "Cla s s  A" utility, s o Globa l is  s ubje ct to the s e  rule s .

24

25

26

with the  rule s , a nd the  a bility to re vie w a ffilia te  ma tte rs  in a  ra te case, the  Commiss ion

has adequate  tools  to address any affilia te  issues ra ised by Global's  s tructure .

27

A.

A.

51 See Decision No. 68302 (November 14, 2005) a t 27 and 18.
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1 VII. Response to Arizona Water's claims regarding Global's rate of return

2

3 Q Mr. Harris argues that Global's service model and use of ICFAs has allowed a

return on rate base"°' for Global's regulated subsidiaries. Please comment

on  th is  po rtion  o f Mr. Ha rris ' te s timony

This  s ta tement is  mis leading because  it re fe rs  to the  re turn of one  out of 18 subs idia rie s

Exhibit JM-14 shows  why a lluding to a  28% re turn is  mis le a ding. This  e xhibit use s  da ta

taken from each of the  regula ted utilitie s ' 2006 annua l reports . This  da ta  does  show tha t

one  subs idia ry (Santa  Cruz Wate r Company) ea rned a  28% re turn on ra te  base  in 2006

However, no othe r subs idia ry has  a  re turn tha t even comes close  to Santa  Cruz's . Also, it

is  s ignifica nt tha t P a lo Ve rde  Utility Compa ny provide s  wa s te wa te r s e rvice  in the  sa me

a re a  whe re  Sa nta  Cruz provide s  wa te r se rvice . Pa lo Ve rde 's  re turn on ra te  ba se  is  only

2.3%. S a nta  Cruz a nd P a lo Ve rde  ha ve  a  combine d re turn of 9.4% which is  fa r from

excess ive . Affilia ted wa te r and wastewate r companies  tha t se rve  the  same  a rea  often file

joint ra te  ca se s . In a ddition, S a nta  Cruz a nd P a lo Ve rde  ha ve  re ce ntly tra ns fe rre d the ir

asse ts  from the  LLC to Inc (approved in Decis ion No. 69920 and is  re troactive  to January

1, 2006). This  will re s ult in the  income  ta x be ing re cognize d a t the  utility le ve l. Due  to

the ir pre vious  LLC s ta tus , S a nta  Cruz a nd P a lo Ve rde 's  a nnua l re ports  indica te d ze ro

leve l income tax expense . To demonstra te  the  true  impact of income taxes  on Santa  Cruz

a nd P a lo Ve rde , I ha ve  provide d Moe  Exhibit JM-15. This  e xhibit cle a rly illus tra te s  tha t

Santa  Cruz and Pa lo Verde  actua lly recognized a  5.6% ra te  of re turn in 2006. Thus , Mr

Ha rris ' a rgume nt tha t "Globa l's  re gula te d s ubs idia rie s  ha ve  be e n a ble , a ccording to

Globa l's  public  filings  with  the  Commis s ion , to  e n joy e xtre me ly fa vora ble  ra te s  of

re turn" is  comple te ly unsupported

Harris  Direct a t page  3 line  24 to page  4 line  2
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1

2

3

4

5

6

7

8

Mr. Ha rris ' a rgume nt a lso dire ctly contra dicts  othe r a rgume nts  in his  te s timony. Arguing

th a t G lo b a l's  s e rvice  mo d e l a llo ws  fo r e xce s s ive  u tility re tu rn s  s ta n d s  in  d ire c t

contra diction to AWC's  (uns upporte d) a lle ga tion tha t Globa l's  s e rvice  mode l a llows

"Globa l to  re ce ive  a dditiona l unre gula te d  profits a t the  e xpe ns e  o f its  re gu la te d

subsidiaries ."53 Within the  s pa ce  of a  fe w line s  on pa ge  3 of his  te s timony, Mr. Ha rris

pre s e nts  two comple te ly contra dictory a rgume nts . Mr. Ha rris ' focus  on the  re turn for

S a nta  Cruz is  jus t a n e xa mple  of AWC che n'y picking da ta  tha t the y be lie ve  ha s  some

shock va lue  and then a ttempting to shoe-hom it into the ir "case ."

9

10 Q- Do you have other comments related to the rate of return for Santa Cruz and Palo

Verde?11

12 Ye s . Firs t I would like  to point out tha t the  a nnua l re port is  a  "s na ps hot in time " a nd thus

13

14

15

16

17

18

19

20

21

ca n not be  re lie d on to provide  a n a ccura te  picture  of compa nie s  like  S a nta  Cruz a nd P a lo

Ve rde  tha t a re  e xpe rie nc ing  s ignifica nt growth  a nd ca pita l inve s tme nts . Ove r the  ne xt

fe w ye a rs  the  ra te s  of re turn for P a lo Ve rde  a nd S a nta  Cruz a re  like ly to va ry s ignifica ntly

de pe nding on the  timing of ne w cus tome rs  a rriving a nd ne w ca pita l inve s tme nts  be ing

ma de . Furthe r,  my unde rs ta nd ing  is  tha t due  to  the  la rge r up fron t inve s tme n t tha t is

re quire d, wa s te wa te r compa nie s  a re  typica lly le s s  profita ble  tha n wa te r compa nie s . This

mus t be  ke pt in  mind whe n contra s ting Globa l's  in te gra te d a pproa ch with  AWC's  wa te r

only a pproa ch. AWC's  bus ine s s  mode l focus e s  only on  the  mos t profita b le  pa rt of the

wa te r/wa s te wa te r/re c la im e d  wa te r in d u s try in  s p ite  o f th e  re c o g n iz e d  b e n e fits  o f

22 inte gra tion.

23

24

25

26

27

A.

53 Harris  Direct a t 3 (emphasis  added), see  a lso Harris  Direct a t 13 and Garfie ld Direct a t 5-6.
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1 Q.

2

3

The  informa tion  conta ined  in  Exhib it J M-14 comes  from the  annua l reports  filed  by

the  Globa l u tility a ffilia te s  a nd  is  pub lic ly a va ila b le . Is  s imila r in fo rma tion  a va ila b le

for the  various  AWC s ys tems ?

4

5

6

7

8

9

1 0

1 1

1 2

No. AWC file s  its  a nnua l re ports  on a  compa ny-wide  ba s is . Informa tion is  not broke n

out for the  individua l s ys te ms  or divis ions . Thus  it would be  impos s ible  to  compa re

S a n ta  Cruz 's  fina nc ia l in fo rma tion  with  AWC's  Ca s a  Gra nde  s ys te m's  fina nc ia l

informa tion. While  S a nta  Cruz's  fina ncia l informa tion is  publicly a va ila ble , AWC's

Casa Grande  sys tem's  financia l informa tion is  wrapped up in its  company-wide  filing and

is  impos s ible  to e xtra ct ba s e d on publicly a va ila ble  da ta . This  indica te s  tha t Globa l's

multi-compa ny bus ine s s  mode l a ctua lly offe rs  gre a te r tra nspa re ncy tha n AWC's  s ingle

corpora tion approach.

1 3

1 4 Q- Does this conclude your Supplemental Direct Testimony?

1 5 Ye s .

1 6

1 7

1 8

1 9

20

2 1

22

23

24

25

26

27

A.

A.
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